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quaattons but repetition has avoided. 

I thank the students and teachers of the subiect who have taken the trouble of 
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mentionad hara but all of them will notice that I hate given due thought to their points 
of view aj^ have “'■'■“pted them in many case' I hope that thk wholesome praetice 
will oony^e 
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BOOK I 


CHAPTERS 1-7 


INTRODUCTORY SURVEY 

Flower In the crannied wall, 

I piucic you out of the crannies, 

Hold you here root and all in my hand. 

Little flower,— but if 1 could understand 
Vhat you are, root and all, and all In all, 

I should know what God and man Is. 

—Temysotf 


[CHAPTERS: 1. The Meaning of Economics 2. Economics as a Science and 
an Art 3, Scops of Economics 4. Divisions of Economics 5. Economics in Relation 
to Other Sciences 6. Economic Laws,' Methods and Assumptions 7. Development of 
Economic Life S. Why Do We study Economics 1 9. Some Basic Terms.] 




chapter 1 


THE MEANING OF ECONOMICS 

Political Economy has to do with the relations ol men living in society, so lar as these relations lend to 
satisfy the wants ol Hie and concern the eliorts made to provide for all that is generally understood by 
material welfare— CAnr/es Gldt 


Economics is a new subject to you ; and, like every new thing, it probably has 
its own thtills. You must be quite anxious to know what is it all about and what will 
have to be studied under it. This can be easily explained and understood. 

Let us put a direct question to you : Wby have you joined the college ? If you 
give a reply to this question sincerely, you will probably say that your object is to 
become a civil servant, a judge, a lawyer or some such thing. If you think over the 
question more seaicbingly and deeply, yon will say tbat yoni object is to earn money 
which may enable you to live a happy and comfortable life'. This reply strikes the 
nail at the right head. It is the necessity to earn money for the satisfaction of your wants 
which compels you to study in the college an'd acquire education.' 

If you look to othet men besides yourself and try to find out the object of their 
hard work, you will arrive at the same conclusion. Just go to the market one evening 
and closely watch the activities of the buyers and sellers assembled there. On the 
extreme right you may find the shop of the bookseller from whom you usually purchase 
books 'and stationery. The next shop may be that of the general merchant who 
supplies you toilet materials, letter-papers and envelopes. You will see othet shop- 
keepers in the line selling various articles, till you reach the end of the row where you 
might hear ‘one price’ shopkeeper crying at the top of his voice. "Her ek mal do anna", 
occasionally, interrupted by the wandering tea-seller recommending his tea in a sweet 
voice, "Affthi ebae piio babooji.” Why all these people come to the market and exert 
themselves ? There is only one answer, 'For the sake of money.' Besides the sellers, 
you will also see numerous buyers in the market with money in their pockets, purchasing 
the articles wanted by them. Children may be found purchasing toys ; students, books p 
clerks, pens and pencils ; and ladies, saries and other articles. Purchasers come to the 
market to spend money with a view to acquire the articles required by them. 

Everywhere human, beings will be found to make efforts and earn money ; and 
then to spend tins money to satisfy their wants.^ It is the necessity to earn money 
which can satisfy wants, that prompts human beings to exert themselves in the various 
occupations. It is this necessity which calls forth human activities in the various walks 
of life, which makes a shopkeeper keep a shop, a cultivator cultivate a field, a weaver 
weave cloth, a cook prepare food, a domestic servant serve in a house, a teacher teach 
students and a lawyer argue cases. Once money is earned, if is spent on the objects of 
one's desire, and the wants ate thus easily satisfied. All the human activities of the 
above nature, i.e.,- the activities concerning the earning and spending of wealth, are 
studied under ' Economics. Briefly, Economics studies human activities related to 
wealth, .-- - 


iThete aie cutainly some students who study (or th« sake of acquiring knowledge and not lor the sake 
ol earning money ; but such case: are rare. 

^Sttdhus, Insane persons, and'other like indiviJujIs may be exceptions to this general rule ; but as 
Economics studies average humai beings, they are beyojJ the scope ot our subject. See pages 3-4, fosti. 
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IHTRODUCTION TO ECONOMICS 
s^'l. DEFINITION OF ECONOMICS 


If you ask an economist to explain to you the meaning of Economics, he will 
probably proceed as follows ; 

Men have wants. Some wants are elemental and very pressing like the want for 
food and water ; others are less urgent, e.g., the want for a car or a beautiful bungalow. 
All these wants, of different kinds as they are, have to be satis6cd. Faced by this 
problem, men are driven to work in factories and fields, schools and offices and else- 
where ; so that they may earn money by w'hich they may purchase the articles of their 
desire. This is the reason why labourers work in factories from morn till evening ; 
cultivators cultivate fields ; shopkeerers open shops ; servants render service ; clerks 
work in offices ; authors write books ; and doctors treat patients. AH human activities 
related to wealth (and meant to satisfy human wants directly or indireTlli)Tohstnute the 
suhject-mattcr ' of Economics. That is why they are known as ‘economic activities.’ 
Non-economic activities of human beings lie beyond the province of Economics. For 
example, Gandhiji, Jawahar Lai Nehru and other leaders serve the country as a patriotic 
duty ; students play cricket and tennis for pleasure ; mothers look after their children 
out of affection. Such activities are non-economic as they are not undertaken for the 
sake of wealth ; they are not studied under Economics. 

Economics, it should be remembered, is concerned with the activities of human 
beings, only ; and not those of other creatures. But it does not study the activities of each 
and every human being. The human beings whose activities are studied under it must 
possess the following three qualifications. 

(1) They tniist le memhers of society. ' A man is by nature a social animal ; he 
naturally seeks the society of his fellowmen, in the first place for the pleasure which 
society affords, and, in the second place, in order to have their assistance in supplying 
his wants. The actions of an individual, as such, affect other members of the society ; 
as the actions of other members affect him. Just as a limb of a man is related to his 
other limbs and to the body as a whole, similarly a man is related to his fellow 
cithens and to the whole of the society Economics studies the activities of men 
living in society and considered as units thereof. It does not study man as an individual 
but as a member of the social organisation. Evidently, the persons who are more or less 
cut off from society, like lonely Robinson Crusoe thrown upon a lonely island or sadhus 
and sanyasis who have lost touch with society, ate not studied in Economics. Such 
persons have their own methods of making efforts and satisfying their wants which are 
quite different from those adopted by ordinary human beings living in society. They 
are not studied in Economics ; for as they are exceptions to the general type of men and 
women we daily come into contact with, the study of their activities cannot be of much 
practical value. That is why Economics is called a social study.® 

(2) They must he real human beings and not fictitious or imaginary human beings 
with supposed characteristics. Old economists assumed that a man was always moved 
with the only object of getting as rich as possible j and religion, ethics, politics, etc., 
had no effect on him. Such a man was called by them ’Economic Man.’ But this 
assumption is quite wrong ; a real man is certainly moved by various other considerations. 
Consequently all the study based on the assumption of ‘fconoraic Man’ has been found 
to be misleading and has been discarded. Modern Economics studies the man as he is. 


albis is the class’cal view and is Invaiiabfy to be met with in maiotity oi Indian text-books on, 
Economics. Recently Prof. Lionel Robbins ol London School of Economics, one ot the gieatesl living 
economist, has leluted the idea that Economics Is purely a social science, He maintains that Economics 
wuoies both a man living in society and one cut oil from it. See Robbins, Thi Nature ani Significimoe of 

’’I’*® question, See my Ifeconstrifothns of Eoonomio Seisnoe 
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(3) Fimlb, they must be human beings of normal or average'type. There arc some 
petsoDs, like mad men and women, who are real persons and are members of sociecv, 
but are not normal persons. A study of their activities cannot be very useful j it may, 
indeed, be very misleading. Hence such persons are definitely excluded from the scope 
of Economics. It should, therefore, be remembered that Economics studies the activities 
of only those human beings who ate social, real and normal. 

Another point which has to be emphasised is that all the activities of human 
beings are not studied by Economics. It studies only those activities which are related 
to wealth.^ It is only these activities which lead to the direct or indirect satisfaction 
of wants and they alone are included in Economics. 

The third point which should be borne in mind is that Economics is a science as 
well as an art. It shows the relationship, between cause and effect involved in various 
economic phenomena, which is the.ttue function of a science. It also prescribes certain 
rules of guidance for the maximization of material prosperity, which is the true function 
of an art. Older economists used 'to regard, and most of the British economists still 
regard. Economics only as a science. But a vast majority of modern economists 
firmly believe and maintain that Economics is both a science as well as an art. 

The above 'three points must be clearly mentioned and specified in a correct 
definition of Economics. We may then define Economics as artand„science.studying 
those activities of social, real and normal human beings, whtcii are'f elated to wealth.^ The 
reader will find Economics defined in different words and ways by different economists” ; 
and he must carefully find out if all the above facts are included in them or not. 

§ 2. MAN AND WEALTH 

In the definition of Economies given above, .the word human and wealth ate 
important j for they indicate that Economic studies both man and wealth, ffit which 
of the two is more important ? 


•‘Eioiiomta is somtrtmes deftned as 'a teieace wSth studies wealth, tatnlna and wealth-speudisj atlmiles 
of huatan beiass.' But activities lelating to the eaisiigt and iiUrfbufm of wealtn also fell within Economics. 
Hence this definition ismauo'w and may well be avoided by students. 

‘ihls deflnifion can be elaborated further. For this purpose two thinss need be emphasised : [ij Science 
may be divided into Positive Science and Noimative Science according as it studies the present or describes 
the ideal. Economics Is a positive as well as a noimative science. Again, Economics is also an art. Art 
suggests methods of realisation of the ideal, which Economtcs also docs ; (li) Economic activities fall under 
lour categories : Consumption ol Wealth, Production of Wealth, Exchange of W'calih and Distribution ol 
Wealth, (See Chapter 2 ^s(aJ. Ve can, then, deline Economics as a snnisi, ^osilina and mmsatim science 
cni art, which studies these galnities cj social, real and normal haings which are related to the consinnjiticn, 
induction, exchange and distribution oj wealth. 

’‘Dejinitien by iniiorlant Economists— [I) Political Economy or Economics is the study of man's anclion 
in ordinary business life ; it enquires how he gets his income and how he uses lt...Thus It is on the one side 
a study oj wealth and on the other, and more important, side a part of the study of man— Marshall, Economics 
of Industry, p. I. 

(2) Economics is the study of business in its social aspect; the word "business'' being ured in its 
btoadcst sense, to.cover all lawiol ways of making a living— Henry Clay. Economics for General Eeader, p. 2. 

(3) Economics may be defined as the study of the making, exchanging, sharing and using ol wealth— 
Chapman, Elementary Economics, p. I. 

(4) Economics Is the social science which treats of that portion of human activity which is concerned 
with making a living— Seager, Principles of Economics, p. t. 

( 5 ) Economics Is the science that studies ho nan behaviour as a relationship between ends and scarce 
iheaiis which have alternative uses.— Rob ;lns. The Nature and Significance of Econainia Science, p, i. 
(This dclinilion is now most widely adopted. TnedeHoUionoi Economics as a science ot human activities 
relating to wealth, has been given up in its tavour by many economises. But this is nciihci necessary nor 
justillcd. See my Eeconstruetion of Economic Science, Allahabad, I94S). 
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INTRODUOTIOH TO ECONOMICS 


Older economists laid emphasis orr wealth. They defined Economics as a study 
of wealth ; the human aspect of their study was' hardly given any importarjce. Tor 
instance, J. B. Say called Economics, ‘the science which treats of wealth', and Walker 
defined it as ‘that body of knowledge which relates to wealth’. 


Such definitions had the disadvantage of turning attention away from the real 
subject of Economics, which is man and his wants, and concentrating it on wealth, 
which is merely the means of the satisfaction of human wants. It began to be thought 
that Economics is meant for selfish persons who want to enrich themselves at the cost 
of helpless members of society, without any regard to ethical considerations. Economics 
came to be regarded as a self-seeking and purely materialistic branch of knowledge. It 
naturally aroused opposition in the minds of thinkers and writers of those days. Men 
of the authority of Carlyle, Ruskin and William Morris described it. as a ‘Dismal 
Science’ and ‘Gospel of Mammon” who is the God of riches. Later economists 
consequently corrected the mistake of their predecessors and tried to put more emphasis 
on man and less on wealth. 

Modern economists are all agreed that wealth is not an end in itself. It is not 
produced for its own sake. It is meant to satisfy human wants ; and has significance 
only in so far as it satisfies human wants. If it ceases to do this, nobody will cate for 
it. Wealth is produced for man, not man for wealth. We must give primary importance 
to man ; wealth is only of secondary importance to us. Our object is to promote 
human welfare ; and in Economics v/e try to find out how fat this welfare can be 
promoted by means of wealth. 


We do not study Economics for devising the ways and means of producing 
more wealth and still more wealth ; but how to regulate production, consumption, 
exchange and distribution of wealth so as to contribute to the maximisation of tlie 
welfare of society.^ Hence Economics is now considered to be a study of the activities 
of /ii/man 6et«gj in so far as they are related to wealth. Marshall, one of the greatest 
economists, has remarked that Economics is on the one side a study of wealth and 
on the other, ‘and more important, side a part of the study of man.* It is, therefore, 
wrong to say that Economics is a purely materialistic or dismal science. 


Wealth and Welfare 

The ultimate aim of all human activities is welfare or prosperity. Wealth has 
the capacity of increasing this welfare. The welfare that is produced by wealth is 
called material welfare or economic welfare or material prosperity. We study human 
activities relating to wealth because it enables us to increase our material welfare, and 
not because wealth in itself is something good. The emphasis is on economic welfare, 
not on wealth. That is why Economics is sometimes defined as a science which deals 
with the problems of material welfare or a science which disctisses how to utilise resources 
with a view to promote social welfare. 


’The misery and squalot that surround us, the injurious loxuiyoi some wealthy tamilies, the terrible 
uncertainty overshadowins mary tamilies ot the poor .-these are evils too plain to be ignored. By the 
knowledge that our science seeks it is passible that they may be restrained. Out of the darkness light I 
To search for this light is the task, to find it perhaps the prize, which the' 'dismal science' ol Political 
Lconomy, oilers to those who lacc its discipline— A, C, Pigou, Eoonoiiiios of Wtifora, Preface, 

^Marshall, Boortowtos of Indmtrs, p. I. 
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§ 3. ECONOMY, ECONOMICS AND POLITICAL ECONOMY 

‘£conomici’ and Economy’ 

The word ‘Economics’ is sometimes confused with the word ’Economy.’ The 
two words come from the same Greek word, and appear to be very similar ; this is 
the teason why a lay man thinks that Economics and Economy ate more or less alike 
in their meaning. Economy literally means saving or frugality, not wasting money, 
food or any other substance ; and it U concluded that Economics teaches us to be 
economical. But in fact Economics teaches us nothing of the sort.’ 

Economics merely studies human activities in relation to wealth. It may at 
times explain how much money should be spent, in what manner should it be spent, 
and so forth. But whether it would advise little oi; mote expenditure, would depend , 
upon the particular economic situation exis ing in the country. Outing the time of 
depression, for instance tvhen prices are low and unemployment is great, Economics 
teaches us to spend money freely and on a large scale 1 It would be, therefore, wrong 
to think that Economics necessarily teaches us to be economical. 

The term ‘Economy’ is, however, used in Economics in a different and a very 
special sense it is used to mean the ‘economic system of a country.’ For instance, . 
Indian Economy means economic system of this country. Dr. L C. Jain has recently 
written a book “Indian Economy during the ^Vat’’ which shows the effects of war on 
India’s economic system, 

'Economics’ and ‘dolltical Economy’ 

Our branch of study bears two names— ‘Economics’ and ‘Political Economy.’ 
‘Political Ecoriomy’ was an old name and has now been given up in favour of ‘Eco- 
nomics.’ ‘Political Economy’ is a defective name because each of these words, ‘Political’’ 
and 'Econoiny', has a special significance quite different from what Economics really 
studies ‘Political' means dealing mth the State; while ‘Economy’ means household manage- 
ment or management of one’s wealth. Political Economy, therefore, means management 
of wealth or resources of the State. Now, modern Economics does not confine itself to a 
study of the management of the State finances ; and, therefore, Political Economy is a 
misleading term to use to describe our subject. This is the reason why its application 
has been altogether given up ; and it is only in the books written by older economists 
that you come across this tei?m. 

TEST QUESTIONS 

I, VKat do you study un'der Economies 7 Eiamc a suitable deHnition ol Economics. 

I Economics studies bolti man and wealth. Vfthich ol them is more Important ? 

Or . 

"Economics is a materiai and dismal science’’. Defend or cilticiie this statement. 

3. IsEranomicsan art? hat is the opinion ol classical and modern economists on the sabieci 
'Jf'hat is your opinion, if any 7 

4. Does Economics teach to be economical ? 'ifhat is the economic sense ot the term 'Economy', 

5. 'Political Economy or Economics should teach us the virtues ol economy ot Irusality', Criticize 
this statement. 

6. II men were never in danger ol hunger ot other pressing want would they work, ot steal otgo to 
war ? Arc work, and crime, and war economic phenomena ? 

7. What do yon consider the ten most important questions ol the day ? 'ti'hich of these ate essentially 
economic questions 7 How many directly or indirectly involve economic matters 7 

"Moreland writes : 'Economics has nothing whatever to do with economical : we may praise a 
man lot avoiding waste, that is, lot being economical, but the science ol Economics has nothing to do with 
praise ot blame,'— A» Introdnelion to Bcoiioiiiics, p. 9. 
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INTRODiiOTION tO ^ONOillOS 
EXAMINATION QUESTIONS 


U. P, Intor. hit 

' I, 'Economies is a social science dealing with the problems of material welfare and prosperity of 
mankind.' Explain and point out the relationship of economics to geography and polities. (1943) 

2. Define Economics and discuss how it differs from other social sciences. (1941) 

3. XChat is Economics 7 How far is the study of Economics helpful in practical life ? (1940, 1932) 

4. Economics discusises the questions reiatlng to the best utilisation, of natural and human resources 

for the promotion ol social welfare. Explain this statement so as to bring out clearly the relationship between 
man and wealth. (1936) ^ 

5. Economics has been defined by some writers as the science of wealth. How far is this definition 
adequate? Discuss it fully. (1935) 

6. If you had to define Econo nics to an intelligent uneducated peasant, ‘how would you set about 
it? (1925) 

U. P. Inter. Com. 

1. ^Ifhat is the subject.matier ot Econo.nics ? Discuss the value ol Its knowledge to a businessman. 

(1943) 

Rnjputann Inter. Arts 

f. Describe the subiect-matter of Economics......(1943) 

2i 'Economics is a science of wealth.' Describe the subiect-mstter ot the science ol Economics, and 
say how far the above definition is appropriate. (1939) 

3. Describe the subject-matter of the science ol Economics How far is it correct to sav that 
Economics Is the Science ol 'ffealth ? (1932) 

Rnfpntaoa Inter. Com. 

"Economics is the science of wealth." Why is this definition of Economic^ regarded as defective? 
Give what you consider to be the proper dcHnition and explain the subject-matter ot the science. (1944) 

Other Examination Qaentlonn 

1. What Is the subject-matter of Economics 7 Indicate its object and scope. What does the economist 
study 7 (Punjab 1936, t933„I930) 

2. 'Economics is the science of wealth in relation to man.' Explain this statement. (Delhi, 1939) 

3. 'Economics is the study of man in (he ordinary business ot lite.' Explain, (Calcutta, 1933) 

4. 'E:onomics is the science of wealth.’ Do you agree with this definition? Give your reasons in 
full. (08109118,1929) 

5. Examine the following statement— 

The main question of Economics is t 'Why all oi us, taken together, are as well olf— or, as ill off 
II that way ol putting it be prelerred -as we are, and why some of us are much better olf and others mucA 
worse off than the average.' (Bombay, 1939) 

6. Discuss any two of the following statements 

{a) 'Economics is the study of man in the ordinary business ol life.' 

(h) 'Economic man is (he caricature oi man as he is. ' 

(o) 'There is no antithesis between Economics and Ethics. (Bombay, I Com,, 1940). 



’Chapter 2 


ECONOMICS AS A SCIENCE AND AN ART 

The Ergllsh vfiters who have succeeded Adam Smith have generally sel out hy tdelimng Political 
Eccnomy as a fdence acd proceeded to treat It as an art. ..The modern economists o( France, Germany, 
Spain, (tflly and Amerlc&u.ail treat Political Economy as an art.— Srnior 

while defining Economics in the last chapter, we provisionally mentioned that 
Economics is a science as well as an ait. But this statement needs further discussion. 
Before we can answer the question whether Economics is a science, o'r an arc, or both, 
we should have a clear idea of the meaning of these terms. 

§ 1. POSITIVE S! IBNOB, NORMATIVE SCIENCE AND ART 

Science and Art 

A body of systematized knowledge may be a Science or an Art. Science is again 
divisible into Positive Science and Normative Science. This classification is illustrated 
in the chart below' i— 


KNOWLEDGE 


1 

Art 

(How to achieve the 
ideal) 


chart I. Eaplaininj the classUication of fcnowledet, 

(1) A Positive Science studies the present conditions or 'iVhat is’. It deals with 
the relation between cause and effect within its own field. It does not start with the 
notion that something is desirable or undesirable; nor does it arrive^ a t any such con- 
clusion as its result. It does not offer precepts and peesetipcions. Its sole single concern 
is to trace effects back to their causes ; to project causes forward to their effects. 

(2) An Art, on the other hand, starts with the assumption that a.certain thit^ 
is desirable or that a certain thing is undesirable. The object it seeks to ascertain is 
how the good may be attained, or the evil avoided. As a result, it issues certain 


r ^ 

Science 

(The relation between 
cause and effect) 


Positive Normative 

(What is) (What ought to be) 


iTcxlbcoti wrilere geneiBlIy deiiat 'scieice' as cencemed with showing relationship between cause 
andeflecl. This is, in iact, the definition ol Positive Sciwice ; not of Science as a whole. This fact should 
be dearly remembered by students. Science may be better defined tsihn hraiah of h«ot»/eiffss(i«fj/«gfh« 
praitnC coniitioia eni hjing down tin nlofioitshiA bsivisn nsuie and affnt, and describing the idtal, 
t bavtioiiowrfS.R.Stjms in the matter oi these dtfinitten5,v>d«'M5 The HeWiod ond SeofeoJ Potifieal 
Bennomy, Idonotagreewilhl. N.KeynesbntI haveiolloweJ. him Inthe Inlereslof beginners. Those whj 
want to study the shortcomings of the Keynesian classification miy look to my article, rhs Art «»d Sefinvs 
Awlyni of Ewnowfos in the Mysore Bconomio Journal. 
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INTRODUOTION TO SOONOMIOS 


ptecepts and prescriptions, which may lead to the achievement of the good and the 
avoidance of the evil.® 

(3) A Normative Science lays down the ideals which are to be striven for and ' 
achieved. It discusses what are desirable things and should be realised and practised ; 
and what are undesirable things and should be avoided. In other words, it deals with 
Mat ought to he. It is these ideals which Art takes for granted and lays down the 
methods of the achievement thereof. 

The difference between these three branches of knowledge is that a Positive 
Science simply explores and explains relevant phenomena by showing the relation 
between cause and effect ; it studies ‘Mat is or the present conditions. The Normative 
Science studies 'What ought to be’ or the ideals which should be realized. The Art lays 
down the methods by which the ideals can be realized ; or "Wli it is can be brought 



(What is) (What ought to bi') 

Fig. 2. Explaining the relalion between Positive Science, Notmsllve' Science and Ait 

near to 'What ought to be.' The Art is thus the bridge which covers- the gulf 
between the present and the ideal as is shown in the above diagram. 

Illustrstion 

An illustration will make this difference clear. Suppose a man asks a physiolo- 
gist (who is a positive scientist) whether he should swallow poison or not ; the scientist 
will probably reply, ‘As a scientist 1 can only say that if you take it, you will feel such 
and such sensation and then you will be dead. It is not my function to give you 
advice.’ Out friend may next go to a normative scientist and ask him the same question. 
The normative scientist will reply him, ‘Well, your ideal should be to lead a long life 
It is bad to cut short a life by taking poison This is all that I can say. If you want 
specific advice, you should go to an artist’. If he approaches an artist, say. a medical 
doctor, he will advise the inquirer not to take poison since it will upset his constitu- 
tion and might cause death. 

The positive scientist, thus, explains the effect of taking poison ; the normative 
scientist lays down whether it is good or bad to take poison ; and the artist directs, to 
take poison or not to take it. 

§ 3. IS ECONOMICS A SCIENCE, OR AN ART, OR BOTH ? • 

We are now in a position to answer the question : Is Economics a science, 
or an art, or both ? And if it is a science, is it Positive Science, or Normative Science, 
or both ?• 

Economics as a Positive Science 

Economics is a positive science. It surveys the entire field of study acutely and 
establishes the relationship between cause and effect in all its branches. It states such 


PoUlical Economy, 'pp. I9-20, 
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ECONOMICS AS A SOIBNOE AND AN ART • S 

rcistionships as they exist in the fields of consumption, production, exchange and 
distribution of wealth. In the field of consumption, it tells us that if the quantity 
of !>. commodity possessed by a man. increases, the utility of each of its successive units 
diminishes. In the field of production, it informs us that if additional labour and 
capital are applied to a plot of land after a certain point, less than proportionate returns 
are obtained. In the field of exchange, it states that if the price of an article goes 
up, the demand for it goes down. In the sphere of distrioution it suggests that t/ 
labourers decrease in number or increase their efficiency, wages will increase. In this' 
way Economics all along shows that if cettain thing happens, certain results will follow. 
The statements of the relation between cause and effect are known as Laws in Eco- 
nomics. Economics has established a large number of useful laws showing relationship 
between cause and effect. Economics, as such, is a positive science. 

Economics as a NormallTe Science 

Economics is also a normative science. As a normative science, it is concerned 
with the formulat'ion of the ideals suggested by economic considerations and aims at 
the maximisation of economic welfare of society. Normative science of Economics 
is as yet in its infancy. Economists disagree on the point as to whether Economics 
can be regarded as a normative science or not. But it is now growingly realised that 
Normative Economics can and should exist ; and it does exist at present though in a 
tudimentaty and elementaty form. 

Economics as an Art 

Economics may also be regarded as an art. From this viewpoint, Economics- 
may be defined as the subject which suggests the ways and means for the maximisation 
of ptoduction and accumulation of wealth ; and, through It, of economic welfare 
of society. 

Economists, however, ate divided on the issue whether Economics is an art ot 
not. Conservative British economists strongly maintain that Economics is simply a 
positive science and not an act. According to them Economics should simply formulate 
the telation between cause and effect ; it should not propound the rules of guidance. 
But economists of other countries of the world do not appreciate this view. The 
findings of the Science of Economics, they say, should be turned to good account ; 
and the methods for achieving maximum economic welfare should be formulated. 
The Science of Economics, thus, leads to the Art of Economics. Economics is both 
a science as well as an att. Most of the economists of the world hold this opinion ; 
and Economics has now begun to suggest practical ways and means for increasing the 
material prosperity of humanity. 

TEST QUESTIONS 

1. Vhat STC the branclies ol l<nciw!cd;« 1 Odint the pvsUlve and noimative science and ait. 
.Is Economics a science oi an ait 7 

2. 'Econamics cannot be considered to be an art, mach less a nsrmalivescleiicc.' Criticise oi defend 
' this statement. 

S. Why Is Economics spoken of both as a science oi art ? [Dilhi 1915) 


% 
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SCOPE OF ECONOMICS 

It is the deiinite and exact money measurement ot the steadiest motives In business Hie, which has 
enabled Economies lai to outrun every other branch ot the study ol man.— HiiwIinW 

Having discussed the definition and nature of Economics, we now turri to the 
problem of the scope of Economics. The student is generally found confused when 
he is asked to discuss the 'scope of Economics. To a very great extent this confusion 
is due to the fact that he does not know what is meant by ‘Scope' or what exactly he is 
required to discuss. 

By scope of Economics is meant the field exactly covered by the subject of 
Economics. To describe the scope, we must discuss : ■ . 

(1) What is the subject-matter of Economics 2 

(2) What is the nature of Economics as a branch of knowledge 2 

(3) What are the limitations of Economics 2^ 

§ 1. SUBJEOT-MATTEB OF ECONOMICS 

Those activities of social, real and normal human beings, which relate to wealth, 
constitute the subject-matter of Economics. We agreed to, and explained, this state- 
ment in Chapter 1 and need not repeat the whole discussion here®. But we may further 
analyse and explain these activities below. 

• Economic activities originate from the feeling of certain wants by human beings, 
which press for satisfaction. Human wants are satisfied through the consumption of 
the articles or objects of desire. Consumption of wealth, then, constitutes the first- 
group of economic activities. But, where does this wealth come from 2 It is, of course, 
produced by men and women. In the early days of civilisation each man or family 
produced all the things which he or it wanted for his or its consumption, and satisfied 
the wants directly. Later on it was discovered that, as a general rule, a man has special 
proficiency in one particular work only ; and so if he devotes himself exclusively to 
that work, he could produce more wealth than what he could do by devoting himself 
to the preparation of all the articles of his wants. One began to specialise in one 
occupation ; specialisation of occupations or division of labour was introduced. Each 
man, then, began to give his surplus produce to others in exchange for the articles which 
. he required and which others produced. Exchange of wealth thus made its appearance. 
Meanwhile another important fact dawned upon human beings. They found that they 
can increase production considerably if they work collectively or in a group rather than 
individually. This realisation discouraged the system of individual producers, and 
. brought the system of joint ot collective producers, as happetw in modern factories, into 


‘J. N. Keynes, whose book, The Method mid Scope oj Political Bcono'my has Ion; been a classical 
work on the subject, detines scope, to mean : (I) the description ot the subject-matter ; (2) the nature ot study, 
and (3) the reintionship with other sciences, i do not think it ts necessary to iay much emphasis on the third, 
point except in so far as it is helptui in making the description ot the suuject-mattcr and nature ot Economics 
vivid and clear. See my review ot Scicttco of Bcancmics by Kapoor la Uit Indian Joiifital of Economics, 
Vol.XXll, pageioa. 

°tt the student has to describe the scope ot Economics in an answer to a question, he should, ol course, 
diECHSs this point in reasonable detail. 
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prominence. Then the questions arose j To whom does the wealth produced by their 
Joint efforts belong ? To all of them, naturally. If so, in what proportion should it 
be distributed among them ? The problem of distribution of wealth thus emerged. 
After distribution takes place and each man gets his share, he spends his income on the 
objects of his desire. Wealth thus_ secured is consumed by him and his wants are 
satisfied. The circle of economic activities now becomes complete. Economic activities, 
as such, divide themselves into four groups, via., Consumption, Production, Exchange and 
Distribution. They together constitute the subject-matter of Economics. 

§ 2. NATDEE OP ECONOMICS 

Let us now proceed to answer the second part of our enquiry, viz.. What is the 
nature of Economics ? In other words, is it a science, or an art, or both. 

This has already been discussed in Chapter 2 ante, and the reader is referred to 
it for a proper answer to this query. 

-§3. LIMITS OP ECONOmCS 

The limits of the subject of Economics have been carefully drawn up by its 
masters. They may be briefiy enumerated here ; 

(1) Economics is not a complete study of all the human activities. It studies 
only those activities of human beings which ate related to wealth. 

(2) The measuring tod of Economics is money. Hence it concerns with those 
desires, aspirations and other affections of human nature, which can be approximately 
measured in terms of money. If 1 am prepared to paint a picture for a sum of Rs. 200, 
my desire to draw it can be measured with this sum ; and this activity of mine falls 
within the scope of Economics. But if I paint a picture for the sake of pleasure, the 
question of money does not come in and then my activity will not fall within the scope 
of Economics. 

(3) Economics studies the activities of those human beings alone who ate 
members of society. 

(41 The human beings whose activities are studied by Economics must be real 
and not fictitious. 

(5) These human beings must also be of average or normal type. 

(fij Economics is' a positive science, a normative science, as well as an art. Some 
economists regard it merely as a positive science, but a larget body of economists con- 
aiders it a science as well as an art. According to the former the function of the 
subject is only to explore and explain and not to uphold or condemn. But, according to 
the latter, Economics must discharge both these functions. 

TEST QUESTIONS 

{. DiKtlbe the subleci'iaatlti ol Economics ; and discuss Its different classes. 

2. What are the llmitatfons of Economics. 

3. 'f/tlle a short note on the 'Scope of Economics.’ 


EXAMINATION QUESTIONS 


0. P.’ Inter. Arte . 

1, "Economics Is a social scitnce dealfnj with the problems 
mankind.'’ Explain. (1943) 


ol material welfare 


and prosperity of 


Raipstuia Inter. Com. 

I. Indicate the subleet-matlerol the science of Ecortomics. (1942) _ 

1 Discuss the snb|ect-matter and scope ol Economics. How far Is Economics useful in solution ol 
practical problems ? Give Indian examples. (1940) 


Other Examinatioa (Tneitions ,, 

I 'Whatlsthesublect-matterolEccnomies? Indicate its object and scope. Vhnt does the economist 
study? (Punjab Inter. Arts, 193S, 83) 

2. What is yonr idea of the scope of Economics? (.alculta, 1932) 
f famine the nature and scope of Economiss. (Bon'oiy. (9>a)| 



CHAPTER 4 


DIVISIONS OF ECONOMICS AND THEIR INTER-RELATION 

Nothing Is so great an enemy to 3 ccur 8 c)[ of judgment as a coarse discrimination; a want of such 
clasilficatlon and distribution as the subject admits of .—£d/»und Butko 

Economics covers so wide a field that it has been found desirable to divide it into 
certain parts or divisions. A brief description of the divisions of Economics was ^pre- 
sented in a previous chapter. Economics, it may be repeated, seeks to explain “the 
actions of men in consuming such wealth as they possess or obtain as the result of the 
efforts of themselves and of others ; in producing further wealth for themselves or for 
their fellows by utilising and developing the resources of nature ; in exchanging one 
v/ith the other, a part of the wealth which they possess for other wealth which they 
desire ; and finally, it considers and investigates how and in what proportions the total 
wealth of community is distributed amongst its many classes and individuals."' Thus 
we get the four divisions, nair.ely, Consumption, Production, Exchange and Distribution. 
It may be noted at this stage that the State has begun to play a very important part in 
the economic life of a country so much so that Public Economics has now emerged as 
a separate branch of study. Public Finance is the most important topic of Public 
Economics. 


§ 1. DIVISIONS OP ECONOMIOB 

1. Gonsnmptloii 

Consumption of wealth is a comparatively new department of Economics. It 
discusses wants- their origin, nature and characteristics j the laws governing them ; and 
how can we get maximum satisfaction of wants out of our expenditure. The importance 
of this study can be well realised from the fact that it is the necessity and desire to 
consume wealth which gives.- rise to all economic activities, The latter, again, 
come to a logical conclusion when the wants, which gave rise to them, are satisfied 
through the consumption of the weal produced. Economics thus begins and ends with 
Consumption ° 

2. ProdoctioD 

The necessity or desire to satisfy wants leads to the production of wealth, which 
constitutes another branch of Economics. Under Production, we study the various 
factors of production, their characteristic features and their efficiency, the laws governing 
production j how maximum wealth can be produced with the productive resources 
at our command j and the problems of organisation, combination and trusts,® 


^Thomas, Sluinunts of Eeouomlaa, p. 2, 

’Consumption is a new department of Economics, being ndded to it iirst by Marshali . Older economists 
long neglected it ; but now its importance Is fully realised. No treatise on Eeonomics will be complete 
without it. 

ait is sometimes discussed whether the study of Econo-nics should begin with Production or 
Consumption. Some economists begin a treatise on Economics with Production because, they say, production 
is the foundation of Economics. Unless wealth is ^radNued, consumption cannot take place. Production there- 
fore, should come before Consumption. Other economists give the first place to Consumption because'it 
isthecxistence of wants pressing for sstisfactloi which leads to the prouuction of wealth, There is an 
incrensingpractice among econotqfsl; to treat Consunipiion prior to Production; i|nd has been followed lt| 
this book. 
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3. Eiicliange 

The third division of Economics is Exchatifse. In the primitive stage of self- 
sufficiency men consumed what they produced. Every family was independent of the 
outside W'orld in producing and consuming wealth. There was, as such, no 
necessity of exchange. But as human ingenuity made progress, it was realised 
that a man cannot be equally skilful in all trades ; he generally possesses special 
aptitude for one occupation or for a few occupations only for which 
he is best fitted. Now, if each man produces only that thing which he can do most 
skilfully all the time, he will naturally produce the said commodity fat in excess of 
his personal requirements. Similar svill be the case with the producers of other com- 
modities as well. All of them may, then, exchange their surplus products with the 
required articles produced by others. This arrangement, namely, the introduction of 
division of labour coupled with exchange, was believed to^ make the people richer 
and better off.than before. The scheme was actually put into practice, and it was found 
that it really increased the output and made ttie people rich. This idea, once caught, 
has been adhered to steadfastly ; and today we possess a very complicated system of 
exchange. Indian wheat is consumed by Britons ; American machinery are used in 
Indian factories ; and Japanese toys are seen in the hands of Indian children. The 
area and machinery of exchange have been vastly improved in recent times. 

Under Exchange, we explain how is it that a book costs, say,' just Rs. 3— neither 
mote not less; how price is determined j what ate the agencies making exchange possible. 
We also make detailed study of money, banks, markets, transport agencies and other 
auxiliaries of commerce. 

4. Distribution 

The introduction of division of labour was associated with the introduction of 
co-operative production. Originally each man produced wealth all alone, so that 
whatever he produced was his property. But it was found later that if several people 
work together jointly, the wealth produced by all of them together will exceed the 
total of what they could produce individually. This new development gave rise to 
one great difficulty, the difficulty of distributing the joint wealth among the producers. 
When the various agents of production produce wealth jointly, the wealth produced 
is the property of all of them ; on what principles, then, should.it be distributed among 
them ? Distribution, as a department of Economics, thus came into being. Under 
Distribution we study the various agents of production, how is the share of each of 
them in the joint produce determined, is our system of distribution just, and similar 
other problems. 

Distribution is the most pressing and difficult p’'oblem of Economics, and has 
good scope for original work. The movement known as Socialism^ is, at its bottom, 
mainly a result of the bad system of distribution. In the modern industrial society, 
the productive capacity has increased tremendously. On all sides we see gigantic 
factories, mills and farms. Now, such an increase in the scale of production of 
wealth should be ordinarily associated with the richness of all the members of the 
society. This, however, has not been the case. On the one side, we see the rich, the 
capitalists who ace getting richer daily, and who spend their lives in luxuries of all 


'‘Sacialism is one of the most impsTtanl interaational movement of today: Lfteratere on Socialism 
is Inetiasmg rapidly. The variance iaoplnloosoatWssihiect is also tremendous. A case jor Socialism has 
been made oat Oy Spirjo aii Aner in filsnunfj o/ SMiBHirti ; and against it, by Heinshawin A Survey o/ 
SoeMImt, Beginners may read my small booklet aeoHyi to Oopiuaitm ? (4 as., Kltab Mahal, Allahabad.) 
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sorts and description. On the other side are to be seen the poor, labourers and cultiva- 
tors, who are getting poorer and deeper in debt from day to day and have to live on 

insufficient food, clothing and shelter. And while the masses do not get even the 

chance of satisfying their 'elementary wants, thousands of tons of coffee are burnt in 
railway engines in Brazil and hundreds of tons of cotton destroyed by U. S. A. each 
yearl What is the reason of this great paradox I A very important reason is that 
the problem of distribution of wealth has not been properly _ solved by the modern 
communities. Capitalists do not give to labourers and cultivators their fair share 
of joint product. Thus a large part of wealth produced goes to a handful of men, 

while the large majority gets only a small part of it. The correction of this evil 

system of distribution is an important aim of Socialism. This line of thought has made 
the subject of Distribution the most important branch of Economics. 

5. Pablic Economics 

Besides studying these four branches of Economics, we shall also study economic 
problems faced by the modern Government. The branch of Economics devoted to the 
purpose is known as Public Economics.® It'discusses such problems as follows : Should 
the Government intervene in ordinary economic life ? Should land be nationalised ? 
Should Government run the railways ? Should they force prohibition ? The most 
important subject of Public Economics is known as Public Finance, which we shall 
discuss later on in detail. 

§ 2. INTEEl-RELATION BBTVSTEEN THE DIVISIONS OF EOONOMIOS 

From the above account of the divisions of Economics it should not be concluded 
that these departments 'are completely cut off from each other and that there is no 
relation between them. This division is purely a matter of convenience in study and 
analysis ; as it is, these divisions ate the limbs of the same body and have close intimacy 
with each other. 

Consumption is the beginning of Economics. The imperative need for the satis- 
faction of human wants leads to economic activities. These activities lead to the 
production of wealth which might be consumed for the purpose of satisfying wants. 
But productive efforts have, in modern times, become specialised and co-operative. By 
specialisation is meant that a person is now usually a specialist in the production 
of one thing alone. He produces only that thing, which he can do most skilfully 
and exchanges it with the articles of his requirements, which are produced by 
others. Specialisation thus leads to exchange. By co-operative character of production, 
we mean that individuals no longer work alone ; they work in groups instead. The 
wealth produced by a group of persons naturally belongs to all the members of the 
group and thus gives rise to distribution. When the wealth is distributed and each 
producer receives his share of income, he purchases the articles of his necessity with this 
money and consumes them for the satisfaction of his wants. The circle of economic 
activities thus becomes complete. 

Consumption leads to production, and production, through exchange and distri- 
bution, leads back to consumption. Public Economics, the fifth division of Economics, 
comes in to watch and see that private, individuals carry on economic activities to their 
own best advantage and to the best advantage of the society to which they belong. 


.. i.. writers mention PirHio Pi'nicoa .is the filth divisloi of Economics. But thlsiswfOnn since' 
PnWto Pirnme is a part of PmWic Btonomles which. In fact, is the fifth branch of Economics. 
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as such, be described as the top 0^ the tree of economic 
activities. The root of this tree is production ; and exchange 
and distribution are the stems which support the top. The 
analogy may be completed by comparing Public Economics 
with a gardener, who exercises supervisory powers and sees 
that the economic tree grows to the full and natural height, 
who protects and waters it, or cuts and prunes it according to 
the ttquirements of the moments. 

We shall now describe the relation of each department 
of Economics with all the other departments. 

1. Coosnmption aail Produclion 

The relation between consumption and production is 
quite intimate. Cojwumpticm >nakes production possible, Goods 
are produced only because they ate consumed; if certain goods 
ate not likely to be demanded for consumption, they will not 
be produced. Nobody will think of producing books in the 
land of the illitetate and liquors and intoxicants In the land 
of complete abstainers. Again, it is the consumption which 
makes people fit to catty on production. Just as consumption 
makes production possible, similarly production makes con- 
sumption possible. Goods can be consumed only if they are 
produced ; and if they ate not produced they cannot be con- 
sumed. 

hj. 3. Showinj the Economic Consuuiption also determines the nature of production. 
Producers produce only those things which are demanded 
for consumption* During the war time the demand for arms and ammunitions 
increases enormously, and these things arc produced even to the neglect of other goods. 
^ peace time the demand f ot the deattnetive goods la small end thelt ptoduction la 
correspondingly low. It is interesting to note how the nature of production changes 
with a change in fashions and tastes. There was a time when felt caps were largely in 
demand and were, therefore, produced in biiik. But now they have been replaced by 
Gandhi caps ; and production has consequently shifted from telt caps to Gandhi caps. 
Just as consumption determines the nature of production, siroiiarly production uiDU/ds 
the character of consumption. People can consume only those goods which are produced ; 
and by discouraging or encouraging production of certain goods, their consumption 
can be reduced or increased. Under the Congtess regime, for instance, the production 
and use of liquor was prohibited in certain areas and the drinking of tea and milk was 
attempted to be populatised. The discontinuance of the production of liquor and the 
encouragement of the production of milk and other beverages had its effect on the 
nature of consumption. 

Consumption also limits the extent of production. Producers try to anticipate 
consumers’ demand for a certain good and produce it only to the extent of the likely 
demand. If they exceed this limit, their goods may not sell, and they may suffer a loss. 
Production, similorly, sets a limit to consumption. People, of course, cannot consume 
mote than what has actually been ptoduced. 

2. Consnmption and Exchange 

Consumption In the modern society depends upon exchange. In primitive society, 
the relation between wants, efforts and satisfaction was direct. As soon as a want was 
felt by somebody, he made an economic effotc, and the want was satisfied. U a man 
felt hungry, he plucked wild fruits and appeased his hunger. Under this system, 


Consumption may, 
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exchange was not necessary ; wants were satisfied without exchange' ever^coming ihid 
the picture. But that state h.as long passed away. Now-a-days \cons}^mption is not 
possible with exchange. Man has now become a specialist and wnatever h'e produces 
has to be exchanged for the objects of his consumption. Not only this ; economic 
efforts are now made into groups. Each group obtains an income qy the exchange of 
goods jointly produced ; this income is then distributed among the members of the 
group. The latter, again, exchange the individual income for the objects of their con- 
sumption. Exchange has thus become inevitable for making consunlption possible. 
Consumption is similarly essential for the existence of exchange. Unless a thing is an 
object of consumption (directly or indirectly), it cannot be an object of commerce as 
nobody will ever purchase or sell it. 

Under exchange we discuss value-in-exchange ; under consumption, value-in-use. 
And value-in-exchange depends, to a considerable extent, upon value-in-use. This 
tie binds consumption and exchange closely together. 

/ 

3. Consumption and Distribution 

The relation between consumption and distribution is very intimate in modern 
society. It is the necessity for consumption which leads men to make efforts. Produc- 
tive efforts are now-a-days co operative and joint. Hence, the joint produce, or the 
income derived from its sale, belongs to all the members of the productive group. This 
joint income is distributed among the members who then consume the objects of their 
desire. Evidently, then, consumption in modern days takes place only after distribution 
has been accomplished. Again, the nature and volume of distribution determine the 
consumption of society. If distribution is favourable to some and unfavourable to 
others, the former will have plenty to . consume as compared with' the latter whose con- 
sumption will be limited. The consumption of an individual again, depends upon his 
income or the share of the national dividend he gets ; and the size of national dividend 
upon actual production. 

i Consumption and Public Economics 

Consumption is a field wherein the State finds ample room for interference in 
order to augment social welfare. The State interference is sometimes so drastic and 
far-reaching that the consumption of a particular article is altogether prohibited. Such 
a step is taken only in case of those commodities which are extremely harmful. Liquor 
is such a commodity and its consumption is sometimes prohibited by the State. When 
the Congress was in office, it adopted the policy of prohibition due to this reason. The 
Government sometimes impose a less severe restriction in the form of a tax. When a 
tax is levied on a particular commodity, its price generally tends to rise. When people 
find that they have to pay a higher price chan before for a certain article, they reduce, 
if not actually give up, its consumption. The State intervention in many other cases 
is very moderate ; it takes the shape of simple supervision. For instance, the Govern- 
ment of U. P . have taken some steps to guarantee the supply of pure ghee. The 
supervision with regard to the true weights and measures is also an example. Such 
supervision improves the quantity, or quality, or both, of consumption if it is 
effective. 

Public Economics depends upon consumption in certain ways. Necessity of 
the regulation of consumption is one of the reasons for the existence of a Government. 
Again, the income of the State depends to a certain extent upon consumption. 
The Govetn^nt may expect to ’derive a certain amount of revenue from a tax 
imposed on the consumption of specified articles. But if the price of these articles 
goes up as a consequence and people reduce their consumption for this reason, 
the expectation of the Government may not be realised and the budget might show a 
deficit. 
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FrWbeMM dignis vm la the modeta dafi, produciu» u catciol 

oOf > 01 M Mdi for UM petMotl cooiumpcioa ot toe ptoducec, u toe uU la the ouck*'. 
U WMM thK •1‘aoic ell lOe foodi pCiXlaceJ ere excaaojed ; aad tbe goodi winch caaout 
h*4Mli|M|idareaocpcadiiM. Ataouccer ot tact, tae process ot prodaccioa is aoc 
eoilylMe uoul tbe goodi produced ate placed m ine bands ot baat consumers ; and 
Mdiiap IS ctM oonneccinf tusk oecweea prodoccton and coasumpcioo. bxcnaoge makes 
potliMo large scale ptoaucuon, division ot laoour and localisation ot industries, and 
thMi aof be said to nelp production. 

tachMtt, in its ivn, is dependent upon production. Unless an article is produced, 
It cunot be exchanged. And the larger tne production, tne greater the exchange 
activity. Through division ot labour and large scale production, pioduction has 
coiiitibuiad much to the growth ot exchange. 

1 frcdwIlM Md itlstrlbuUee 

Production affecfs discributioa. 0.ily tail which is produced can be distributed, 
in other words, production determines tne me ot nitionai dividend ; and since national 
dividend is the amounc wnicn is distributed, also toe magnitude ot distribution, it 
production increases, distribution assumes larger proportions ; it the tormer decreases, 
the latter shrinks. 

Disctibucion also atfects production. The nature ot distribution determines the 
ability and wiliingness ot labourers to wore, and tnrougn it, tne volume of production. 
If labourers teel tnat tney are not given a just share of tne wealth jointly produced, 
they remain dissatiihed and though tney work m order to keep themselves alive, they 
do not labour whole-heartedly. Inen, again, tne distribution may be so unjust as to 
leave a very amall income to workers, suen that tney may not be able to keep up chut 
eS cicncy. Jnjuic distriDucion consetiuentiy injures bofn tne ability and willingncM of 
the labourers to work and cnui reduces tne voluitfe ot ptoductioo. it distribution is 
just, agents ot production teel satisned and concriouie ineir maxinium to production 
whico tends to become Urge. Tne nature ot production is similarly governed by the 
ntcuce ot distribution. It toe laccer tends to make me rich ricner and me poor poorer, 
pcoduccion will tend to shite trom necessaries to srticles ot luxury j and i^ce versa. 

1 . PradutlM ud Public euNHiBiu 

The nature and volume ot produciioa largely depend upon the eliiciency ot the 
State. It the State guarantees me security ot liie and property and a just system ot 
distribution, psoduccion ii pushed o.iwatd till it lesc.ies me maximum limit. It, on the 
other hand, there u insecucity ot lite and property, it mere is me danger ot robbers or ot 
warfare or of unjuic caxacion, production will oe cut down to the minimum possible timit. 
The policy of the State alio determines me nature ot produccion. It a backward country 
follows the policy of "tree trade" in tne modern days, it will tend to oecome agricul- 
tural ; but if It adopts a "procectionists' " policy, it will tend to Oecome mdustnalued 

Public policies alio cake into consideration tne existing system of ptodu,.iion 
and are so designed as not to injure it, and it possible to encourage it. Moreover, me 
income of the State is derived tro u taxes on me pcoduccion ot various commodiiie> ; 
and the larger the pcoduccion, the greater the puoiic revenue. Again, the larger the 
pcoductioa, the greater the income per need and me laeget me taxes on income and on 
petaonal coasumptioa. 

•flw policy o( allowing Ins lapoit and isportol goods is knows ns "iitctraJc" policy. Bit when 
lapgrts am Ihtauk Uu levy at iigm danes tiascsj on inporMiion, with a vtsw to develop kesN 

MMlai, the poHsy Is wU to he i ‘’proicstleaie" policy. 
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8. Excbange and Distribution 

Whatever is produced by a group of producers is meant for exchange, and is 
sold in the market. The amount realiaed is distributed among the agents of production. 
In a modern society, then, exchange is a condition precedent to diatributioh. Again, 
the amount received by an agent is used by him for the purchase of the articles of 
consumption. Distribution is thus necessarily followed by exchange. Moreover, the 
amount to be distributed depends upon the price at which the goods produced have been 
sold. Exchange, thus, determines the volume of distribution. 

Exchange is also influenced by distribution. If the 'volume of distribution is 
large, the income pet head will be substantial, and the things that the people will 
purchase (exchange) will be equally voluminous. 

Exchange and distribution are very intimately linked together for another reason 
as well. Exchange studies the problem of the determination of price in general. Dis- 
tribution relates itself with the study of the determination of the price of specific'objects, 
viz., the factors of production. Distribution, as such, deals with certain special problems 
of exchange. 

Public Economics has to deal with several problems of exchange. The entire 
exchange mechanism, and every link of that mechanism, is kept in tact and order by 
the strong Governmental legislation and administration. The problems of the issue of 
metallic currency, the supervision of the banking system, the gradation and standardiza- 
tion of commodities, the weights and measures are also solved by the Government. If 
the Government neglect any of these duties, the delicately poised exchange mechanism 
may collapse and may bring ruin to the entire economic system. Exchange, as such 
owes much to Public Economics j and the latter derives many of its problems from ex- 
change. 

10. Distribotion and Public Economics ^ . 

The State plays an important- part in determining the nature of distribution. In a 
communistic State the distribution of income takes place according to the wants of its 
members. In a socialistic State, on the otlier hand, distribution is according to the 
capacity of, or the work done by, each member. In a capitalistic economy, the principle 
is that of demand and supply, liven in the latter, where the State interference is mini- 
mum, the Govetnmeiit try to correct the injustice done to labourers through factory 
laws, public health programmes etc. Taxation is now practised by-almost all the modern 
States to correct the injury inflicted upon the workers by unjust distribution. 

TEST.QULSKONS 

1. VChat are the important divisions of Economics. Give a short description of each of them, 

2. "The divisions of Economics are made simply to facilitate the siudy." Elucidate. 

3. Show the relationship between the various divisions of Economics 7 

EXAMINATION QUESTIONS 

U. P. Inter-Artn ' 

1. Discuss with examples the relation between {a) wants and production, ft) consumption and distribu- 
tion, (of economics and psychology. I1944J 

2. What are the chief divisions info which the subject- mailer of Economies is generally divided by 
writers 7 Discuss the inter-relation between the diiferent divisions. (1923, 1934 & 1940) 

U. P. Inte^CaIn, 

1. Detine Economics nnd show how it has failed fo solve (he problem of distribution. (1932) 

Othor Examination questions. 

1. htate the main branches into which the study of economic theory is divided, and discuss (heir rela- 
tion to each other. (Punjab, 193;) 

2. -Economics is split up into different branches or departments merely to lacilltate study and analysis 

Its various divisions are actually closely related to one another and all arc essentially inter-dependent." ' 

Discuss. (Delhi, 1933) 



CHAPrER 5 


ECONOMICS IN RELATION TO OTHER SCIENCES 


Because ol the organic conneclian ot these selations, thds commsn origin, Man, and because Economics 
dcalswith the Individual asheis,itisinpossIbIe whollyto dissociate thesocial sciences, and oatticulstiy 
inpossibic to divorce Economics eomplelely from Ethics and Politics. This does not mean that these sciences 
etc all one and cannot be profitably sub-divided. On the contrary, because ol the limitations ol human mind 
they must pe studied Separately so far as Is possible.— Sly- 

§1. separability of ECONOMIOS 


Economics is a science quite separate from other branches of knowledge. This 
does not mean that Economics has no relation whatever with other sciences. No subject, 
in fact, can be separated by any definite line of demarcation from all others ; in some 
manner, more ot less jemote, all knowledge is related to all other. This is also true of 
Economics which has close intimacy with other sciences, all of which have richly con^ 
tributed to its growth. It has been aptly remarked that “the economist takes from all 
sciences, by turns, all facts which bear upon the one subject, wealth ; considers them only 
so fat as they bear thereon ; and puts them together and builds them up into a 'body of 
knowledge’ which he calls feonomics”. Had the assistance of other sciences not been 
available. Economics would have been quite different from what it is at present. 

The intimacy of Economics with other sciences is very natural. Since the mind 
that has developed the various sciences is one and since many of them study the same 
bhject, namely, Man, there is a fair degree of unity, resemblance and inter-dependence 
between them. Economics is a separate science only in the sense that there is a definite 
and distinct field of study which constitutes the subject-matter of Economics; but it is, 
on that account, not cut off from other sciences. 

§ 2, TYPES OP SCIENCES 

■ Sciences can be divided into two broad categories ! (1) those which study man ; 
and (2) those which study physical facts, e. g., Chemistry, Physics, etc. The former 
are called Human Sciences and the latter Physical Sciences. Human Sclents ate sub- 
divided into two classes ; (a) those which study human being as a unit of society and are 
called Social Sciences: they are grouped under Sociology: and (li) those which study 
man as an individual, e. g., Psychology and Physiology. They may be called Individual 
Sciences. The classification of Sciences may be shown as below : 


SCIENCES 


Physical Sciences Human Sciences 

(Physics, Mathematics) I 


Social Sciences Individual Sciences 

(Economics, Politics) (Psychology, Physiology) 


Economics is closely -related to all the above branches of stuly— ihe Physical 
Science and the Indi-yidual Sciences, 
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INTRODUCTION TO ECONOMICS 


I 3. ECONOMICS AND SOCIAL BOIENOBS 

Social activities of human beings (or activities of men in relation to society) can 
be divided into four broad categories, corresponding to each of which there is a separate 
social science. They are as follows : 

(1) Activities relating to wealth, e. g„ the earning of money and the consumption 
of wealth for the satisfaction of wants. Such activities are studied under Economics. 

(2) Activities relating to State, e, g., the administration of the country and the 
election of representatives to the Assembly. Such activities ate studied under Politics. 

(3) Activities relating to morality and right conduct, e. g., the speaking of truth, 
the feeling of pity for the weak and the poor. Such activities are studied under Ethics. 

(4) Activities relating to law. e.g, punishing the thief and imposing death 
1 enalty on thelmurderer. Such activities ate studied under Law or Juiisprudence. 

The following diagram shows the main branches of Sociology : 


ECONOMICS 

(/v\EN IN RELATION TO WEALTH) 



POLITICS 

(AiEN In RELATION 
TO STATE) 


ETHICS 

‘.n RELATION 
TO /V\oRAUTY) 


, JURISPRUDENCE . 
(a\en in relation to law)' 


Rg. 4. Showing bianchei ot Sociology. 
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— Joclology 

from wS Issue combined. Sociology is 

Economics and Politics 

each have close intimacy with 

man m relation to wealth Both of ^ j «’hile Economics studies 

the aspects which are cios^ related to d.^erent aspects of humaT actS 
Sciences in a very natural and^definite sense ^ together these 

its s«P«visTon‘!°Nata“uy??^^^^^^^ the State and under 

affect the economic system of the counttv If Government must decisively 

the people will work hard an^ of„ ‘ T‘ ‘ j , ^ovettiment is just and fair to ail 
unjustly administrated country ^on the o^thfr'^ country will be rich. In a badly, and 

production to the minimum and the counrr^ -n®"'^’ P«°P'e ttill reluctantly cut down 
consumption, production, exchanaTan^ hT r -J®®"" Again, the system of 
^njf TM '‘"‘^.America, is quite different f ” countries like 

and Italy or m a communistic country like RuSa " 

h*’ di°°f®™®®“*°^°^«*'huntlnV*^ upuu economic conditions, 

handicrafts stage, and the' latter ver! Government in the 

™ent. *«'« very much dissimilar from the present day Govern! 

Ecdnomics* wtich“i! cSo^io'L^ eud Politics is testified by Public 

divided into Economic Activities of thS slrtTndPublK!nan?e°"°"’‘" 

diMing recent years!°The*Txueme'^for°"””f Politics has become very dose 

where the Government mostly owns closeness is to be found in Russia 

The same is true, to a great extent controls the entire economic system. 

Ita y. The capitalistif ?nd ^ States. like Germanr and 

drifted to the principle of controlled^”™*"^ hhe England and America have also 
solve the economic problemrin nlrf^I —J °fder to 

Durmg the present War,' tSs contrM I,™ " 5^ Italy, 

character in almost all' the L » ®®'™,"i«d an absolute and thorough 

Government has always been con“sider=Hp “''“’“I of tL 

new ventures natutaliried ?hp r!l! “ “ slackness of the people to take to 
canals, etc., are all Goverint enterprises. Railways, 

spheres less directly through AorirMr *?'l n*® mtwvenes m various economic 
Industrial Pepartm eL, NaZ Co-operative Department, 


BmiuJihs 
(Mm and 
Wealth) 


‘SOCIOLOGY 
(Studyinj the diderenl aciiyilies of social men) 


PoUtlas 
(Men and 
State) 


Bthhs 
(Men and 
Motalily) 




Jurtsbrudentt 
(Men and 
Law) 
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IN.TRbDnOTIOK''TO ECONOMICS 


Economics and Ctbics 

Economics studies how wealth may be earned and spent. Ethics is the science 
of proper or right conduct. Since wealth is to be produced and consumed in the nght 
way and since the right conduct of life includes the earning and disposition or the 
requisite wealth, Ethics and Economics are intimately connected. All economic 
activities have an ethical aspect, as all ethical activities have an economic aspect. 
Each science has to recognise, respect and draw upon the other science."® 

Ecowmics as a positive science formulates the principles according to which rent, 
wages, interest and profits are determined. In the payment of all these rewards, the 
question of ethical justice enters. Positive Economics has to take account of these 
factors. Economics as a normative science sets up the ideal to be pursued in the econo- 
mic sphere. It tells us what is fair tent, fair wage, fait interest and fair profit. It gives 
us the concept of just price, just taxation and just expenditure. All this work involves, 
definite and certain ethical deliberation. Here the relation between Economics and 
Ethics is very close. The closeness becomes quite prominent when we consider Econo- 
mics as an art, ' In the suggestion of the ways and means for the achievement of an 
ideal, Economics must act according to ethical dictates. If it means to act against 
ethical principles, it will be looked down upon and nobody will pay attention to it. For 
instance, Economics must not prescribe theft as a remedy of the poverty of the masses : 
for its moral effects will be very bad. People will probably begin to think that stealing 
is legitimate ; an era of uncertainty and immorality will set in, which will check all 
progress. It is thus clear that Economics depends on Ethics to a fairly large extent. 

Ecosomics and Jurlsprndence 

The science of Law or Jurisprudence lays down what people may or may not do. 
The economic life of the nation is shaped by its legal system. If the law of the land 
ensures security of life and property and guarantees that each man will iget fait 
remuneration for his labour and that he will be left free and secure to enjoy the fruits 
of his labour, people will get unlimited incentive to work ; production will increase ; 
and the country will be economically well off. But if the legal code does not 
provide security of life and property and allows some members of the society to ^ 
appropriate a share of the product of others’ labour, the productive mechanism will ' 
slow down, and the country will be economically poor. Ai- rhs Vim p n f the b reak- 
(upoLMoghuUmpir e~in-IndTa 7 ~for-instanGev-t; ^re w as much disorder and danger to life 
anJproperty, with the result that economic development of the country greatly 
suffered. But the maintenance of peace and order within the country later on proved 
very favourable for its economic progress. ... 

^ The effect of Law on Economics is very well shown by the inheritance laws, 
say of England and India. In England the law of primogeniture (that is, the inheritance 
of the property by the eldest son) has led tdlarge holdings and concentration of land 
in few hands. In our country, the law of equal inheritance hSs brought about exactly 
opposite results, namely, small holdings or possession of tiny plots of land by a large 
tiurobfit of people. Almost every aspect of economic life, like tjade, transport^jcom- 
'I ?i' i ral: ion,..monopolies,-weigbt5,, me asures, adulter ation,, bantong—ga mmcyr-^ et^, are 
fashioned b y the law-ielatlngjo-it.' 

/. J“st as Economics is dependent upon law, similarly law is fashioned by the 
[nature of economic conditions. The outbreak of the present War required the Govern- 
ment of India to collect increased funds. Therefore, a law imposing tax on excess 
— -- \ 

“"Since Economics like Ethics, is primarily a Social Science, the trae economic action must in the 
long run be an ethical aca an. The moJern economist has become just as mindlul of the ethical aspects 
ot every economic problem a; the modern moralist has been forced to recogniie the economic side ot his. 
eihical problp, Vhit is ethically advantageous must in the end also be proiitable to the business 
World."-Seligman, Prlmipiss of Eoommtiis, p. 35. 
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profits, known as Excess Profits Tax. was passed. The appalling condition of 
the factory labour in this, as in other countries, has led to the enactment of 
Factory Act. 

Besides the above social sciences, Economics is also connected with History and 
Geography. 

Fconomics and Ilistcry 

The close intimacy between Economics and History cannot be exaggerated. 
Economics has drawn upon History very considerably for its own development and 
perfection. The usefulness of History has been so fully realised by economists that 
tliey have fondly included in their study the following historical surveys : (1) History of 
the economic development of a people, called Economic History, and (Z) Historical 
survey of the growth and formulation of economic theories, known as History of 
Economic Thought. These two branches of History have been of immense value to 
Economics. 

(1) Economic History, Economic History is of great advantage to the economist. 
Firstly, it gives historical details about some economic phenomena like famines and 
business cycles which can best be studied in the light of past history. Similarly, history 
of excessive issue (hyperinflation) of paper currency in the post-Wat Germany and 
the post-Revolution France throws ample light on the theory of paper currency. 
Secondly, it furnishes the basic material out of which economic theories can be 
made. At the same time, it tests or confirms the various economic theories, thus 
affording a final proof of their accuracy oc otherwise. For instance, the Malthusian 
Law of Population has not been borne out in all its details by history and has, therefore, 
been modified how. Finally, the knowledge of the past sometimes enables us to foresee 
the future happenings and suggest ways and means of assisting, avoiding, or remedying 
them. Economic History, for instance, shows the repeated occurrence ot business 
depression and bank failures or crises. The possibility of their re-occurrence leads to 

■ their careful study along constructive lines. 

(2) History. of Economic Thought. History of Economic Thought is also of great 
importance to Economics. The study of a theory from its origin to tne present stage is ~ 
of evolution, and a similar study of ocher competing theories which it has superseded, 
makes its meaning and purport very clear. It also helps us not to repeat past mistakes ; 
and shows tne scope for further progress. Moreover, the connections of economic 
doctrines with their underlying institutions and condition makes the doctrine of re- 
lativity very clear ; while the dependence of Economics on other branches of knowledge 

is also brought to light, 


Economics and Geography 

Geography is the study of man in relation to his environment. It studies how 
are his activities conditioned and shaped by his surroundings. The economic activities of 
men, namely, the activities relating to' wealth, are definitely shaped and formed by his 
environment. As such, the intimacy between these two branches of knowledge is close. 
To a certain extent, economic conditions of a country form a part of Geography ; ot a 
certain portion of the Geography of a particular country is economic in character. 
This portion which is common to Economics and Geography, is known as Economic 
Geography. ■ 

§ 4. ECONOMICS AND INDIVIDUAL SCIENCES 

Just as Economics is closely related to the sciences which study man as a member 
of society, similarly it is intimately related with those sciences also which study man 
as an individual. The most prominent among the latter sciences is Psychology. 

0 
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iMttOtiDtjTtoN td EddNOMtdS 


Ceonoinles and Psycholog; 

Psychology is the science of the mind and studies such mental phenomena as 

will power, motive power and power of concentration. Each one of these psychic 

Phenomena is of immense value to an economist for these are exactly the things which 
he deals with. A study of Economics is fundamentally the study of the wants of men, 
the efforts made by them to satisfy them and their ultimate satisfaction. Wants, efforts 
and satisfaction, are the mam links of the chain of economic activities, each of which 
is a psychological process. Mostly speaking, the task of the economist is to measure 
these phenomena with the measuring rod of money. Economics is, therefore, “anchored 
in Psychology”. 

Indeed, some economic laws ate psychological in their nature. The law 

of Diminishing Utility (which says that the more you have of a thing, the less you 

will want its each successive units, other things remaining the same) is the expression 
of a psychological lact. The lawot demand, the law of supply and the law of substitution 
simply show how human mind is likely to work under certain circumstances. The 
theory ot trade cycles and industiral fluctuations has been partially built upon psychologi' 
cal findings. .Fatieue.-r est periods , jigr eeableness of work and pleasantness of surroundings, 
are all DSvc holoEical p roce sses and atejtudiecLby Economics, 

§ 5. ECONOMICS AND PHYSICAL SCIENCES 

Physical sciences study physical phenomena. Economics is related to these 
sciences inasmuch as it takes their conclusions for granted and on their basis /ormulates 
Its own laws. Thus Chemistry says that matter can neither be produced nor desttoyei 
Taking this fact for granted. Economics defines production as the j:teatip.n _Qf -.util ity, 
and consumption as the destruction of utility ; and not of ma'tterl~TKeTaw of 
Diminishing Returns, which has a proud place in the departments of Production and 
Distribution alike, is based on the findings of Ag tic'ihural nhRm ieryy. Xhe trade cycles 
and crises have often been explained with the help of astronomy. ' levons' “Sunsn ot 
Theory” of trade cycles and Moore and Beveridge’s similar'docfflnes, are astronomical. 


flcoDomics and SlatisUcs 

The science of Statistics is concerned with numerical facts. It collects, classifies, 
presents and compares numerical data relating to particular problems and then draws 
generalisations or laws from them. Economics also deals with quantitative and 
numerical data. The application of -Statistics to Economics has, therefore, led to 
lenormous benefit to our science. 

Specifically, Statistics has the following advantages to Economics. Firstly, statistics 
describe an Economics phenomenon very admirably. For instance, if we wish to 
describe the foreign trade of a country, the description would not be complete unless 
we give statistics or figures of the exports and imports. Secondly, some economic 
problems are numerical ; and here the dependence of Economics on Statistics is absolute. 
For example, if we want to find out how prices of gold have fluctuated since the 
beginning ot the present century, we must have price statistics of gold for 41 years. 
Thirdly, there are some economic problems which cannot claim final accuracy until 
they have been tested by statistics. Finally, some economic theories have been, 
directly derived from statistics. The Malthusian law of population is such an 
example. 

From the above account the inseparability of Economics and Statistics can be 
well appreciated. In fact, there is a branch of Statistics which exclusively deals with 
economic problems and is known as Economic Statistics. As you progress in the study 
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of Economics you will find chat you have to make liberal use of graphical methods, 
like charts and graphs, to illustrate your point, all of which fall under Statistics. 

Economics and Ratlieniatics 

Even a science like Mathematics has been of great use to economists- For a long 
period the application of Mathematics to Economics had been a subject of controversy. 
On the one side were economists of the standing of Cournot, levons, Edgewort h^and 
Pareto, who made extensive use of Mathematics in ‘their study of~I:conomics and 
testified to the extreme usefulness of the process. Jevons went to the length of stating 
that Economics is essentially mathematical in its nature,^ a statement which is admis- 
sible if Mathematics is taken to mean all quantitative'data. On the other side were 
economists like, Mill, Cairnes an d Les lie, who showed their disinclination towards 
the application oT~Mathematics wHich^ in their opinion, was barren and useless for 
economics. 

This controversy has now been set at rest and the usefulness of the application ‘ 
of Mathematics to Economics, which constitutes the subject-matter of Mathematical 
Economics, is well realised. Economics is, in fact, rapidly becoming mathematical. 
The mathematical method stimulates precision of thought and clarifies the relationship 
between economic factors, like demand, supply and price, in an admirable way. But 
too much dependence on it leads to economic toys and useless mental gymnastics. If 
used with proper precautions, it has the possibilities of showing good results. 

TEST QUESTIONS 

I. Is Economics an independent science ? Give reasons, 

1. Give a classilicetion of sciences. What are the important social sciences ? 

3. "Economics is closely related to all social sciences." Doyouastee? ilso, why? 

4. Is Economies related to Physical Sciences? Illustrate your answer. 

EXAMINAilON QUESTIONS 

U, P. later. Arts 

1. Discuss with examples the relation bctween.„economiC5 and psychology. (1944) 

2. ...Explain and point out the relationship of economics to geography and politics. (1943) 

j. Discuss the subject-marter ot Economics and give the relation ol the science to Ethics, Politics anti 
Sociology. (1937) 

4. ...What is the relation of Economics to Politics and Ethics ? (1933) 

5. Show in what manner Economics is related to other sciences. Illustrate, fI930) 


3"£conomIcs, il it is to be a s:ie.ice at all, mast be a raathemjlieal science ..simply because Itdenls 
with qnantities." jevons. Tin thnr) of Polilml Bapnoniy, p, 3, 



CHAPTER 6 

ECONOMIC LAWS, METHODS AND ASSUMPTIONS 

There Is rot a single law, economic or other on which we tray depend absolutely. The validity ol 
natural laws is conditional upon the orders of the universe not being overthrown ; that of econotnic laws, 
upon no fundamental change taking place In human nature, as we know it. If ever a change should come... 
then, indeetl, no economic laws will be valid.— 6. Pierson 

§ 1. EOOirOMIO LAWS 


The Mepning o( Economic Laws 

While going through this book, you will come across various These 

Laws are scientific laws and should not be confused with statutory (i.e., legal) or- 
customary or moral laws. Economic laws establish the relationship between cause and 
effect, and are, therefore, of scientific nature. 

An economist studies human actions in the ordinary business life, tries to find out 
the connexion between causes and effects, and then expresses them in the form of general 
statements. Such generalizations are known as Economic Laws. For, instance, econo- 
mists observe that if the price of a commodity goes down, the demand for it increases. 
Let us take the example of Fides pencils which can be purchased at 2 annas each. If 
the price comes down to one anna per pencil, you may be tempted to purchase more 
pencils than before. This is true with regard to all the articles. From this the 
economist generalizes that if price falls demand increases. This is an economic law— the 
law of demand ; it is the statement of tendency and seeks to show the connexion 
between cause and effect. Such generalized statements of human tendencies concerning 
wealth are known as Economic Laws, 

Economic laws have two main characteristics. Firstly, they are social, dealing 
as they do with the conduct of men considered as members of society. Secondly, they 
refer to economic motives, the motives which can be measured by money. Marshall, 
therefore, defines economic laws as follows : "Economic laws, or economic tendencies, 
are social laws relating to branches of conduct in which the strength of the motives 
chiefly concerned can be measured by a money price,”* 

Types ol Laws 

It is obvious from the above that .the term ‘law’ is used in Economics in a 
scientific sense. The word, in general usage, is used in various other senses as well, *with 
which the reader is probably aware. A law may be statutory, or moral, or customary, 
or scientific. 

Statu^y Laws ate the ordinances of the Government and require the members of 
me State to do or not to do certain acts. For instance, the Indian Criminal Procedure 
Code requires a man not to cause physical injury to any person ; such an offence is 
^punishable by imprisonment and other penalty. These laws are generally enacted by a 
Kparticular State which enforces it within its jurisdiction ; outside this limit, they are 
inapplicable. Those who break the law ate punished. Statutory laws are not fixed in 
I character for all the time to comej and are amended from time to time. From the 


>Marshal|, Beanomias of Induttiy, p. 26 , 
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fibove account of statutory laws, their difference' from economic laws becomes fairly 
clear. Economic laws are not passed by any particular State ; nor is their operation 
restricted to any particular country. They ate the expressions of human tendencies 
and are true of all human beings and of all countries. They do not enjoin people to do 
or not to do certain acts. Nor are their offenders punished by any authority. 

Moral lam ate the laws dictated by moral and ethical considerations and 
requite men to act in accordance with those dictates. For instance, the ethical com- 
mandments to speak truth and to be kind to others are moral laws. Offenders of such 
laws ate supposed to be punished by the Almighty in this world and the world to come. 
Economic laws ate definitely not of this nature. They are not moral commandments ; 
nor do they call the wrath of God upon the offenders. 


Then there ate Customary Laws, that is, the laws established by customs and 
traditions. In Hindu society, tor instance, there 
ate definite customary laws regarding the ceremonies 
to be performed at the time of marriage or death of 
somebody, Economic laws are, of course, different 
from customary laws. 

Fin ally come Saetitific Laws which establish 
the relatto nship between cause and effect. Economic 
laws perform exactly this function. Therefore, 
economic la ws ate scientific laws. 
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MORAL 


Tlie Iiiexactaass ol Economic Laws 

Economic laws, as said above, ate the state- \CDSTOMAEV 
raents of certain human tendencies. In other words, \ LAWS 
they simply state that under certain circumstances, \ 
human beings tend to act in a certain fashion. They \ 
do not assert that a man must necessarily behave in 
the stated way. Human beings have tree will and 
they may or may not act in that manner. Economic 

laws only say that they will most probably act in a f'! Showin? the various kinds cl laws, 
particular fashion under particular circumstances. 


This point may be easily illustrated. The law of demand states that if price 
rises, the demand will fall. This is what usually happens in daily life. But there ore 
cases when the demand rises immediately after a rise in price. During the war period, 
for instance, the prices of arms and ammunitions rise uo sky-high, but still the demand 
for them goes on increasing tremendously. Again, suppose Gandhiji comes to 
Allahabad and nobody can see him unless he wears a Gandhi cap. In such a case the 
demand for Gandhi caps will increase tremendously even if the price of such caps rises 


fairly high. 

It must, however, be admitted that there ate certain laws in Economics which 
are exact under all circumstances. The law of diminishing returns, is such a law. 
After a certain point, in cultivation is reached, the application of each successive dose 
of labour and capital is bound to yield diminishing returns, provided other thmgs 
remain the same. This law has two assumptions, namely, the arrival of a certain point 
in cultivation and the unchangeableness of other things. If these two assumptions 
obtain in practice, the law will definitely operate. There is no exception to this iaw. 

We conclude, therefore, that some economic laws ate absolutely correct but a 
large number of economic laws have an element of uncertainty or inexactness, me 
reasons for this inexactness ate mainly two. Firstly, men and woman whom econo- 
mics studies are living beings and possess free will. Their acts ate, as a conseque c , 
so variable and uncertain that the best statements of tendencies about rue . 
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conduct must necessarily be inexact arid faulty. Secondly, economists do not-have 
the facility of performing experiments under desired conditions, as can be done 
in a laboratory ; so that absolute correctness in the formulation of the laws is not 
possible.* 

Economic Laws Compared with Physicai Laws 

Economic laws are not as accurate as the physical laws which are absolutely exact. 
The laws of physical sciences relate themselves to physical facts which are unchangeable, 
certain and of universal application : physical laws, as such, also possess similar 
characteristics. Moreover, physical laws can be derived and tested under laboratory 
conditions which helps in their correct formulation.' The law of gravitation (which 
states that a body is attracted to the ground), for instance, is a physical law and is 
altogether exact and certain. Whether you throw a hat or a coin in the air, it must 
come down ; and whether you do so in Allahabad or in Calcutta, in London or in 
New York, is also immaterial. Similarly the attraction of iron by a magnet when 
both are placed near each other is a fact of invariable exactness and universal appli- 
cation. These illustrations show that physical laws are absolutely exact and universally 
applicable. If we compare economic laws with physical laws, we find that our laws 
are inferior to physical laws in points of exactness, invariability, and universality of 
application,* for reasons already explained. 

Marshall observes that there are no economic tendencies which are as steady in 
operation and as precisely measurable as gravitation ; and consequently there ate no 
laws of Economics which can be compared with the law of gravitation. But they 
can be very well compared with the laws of tide which are not always exact— their 
operation may be obstructed by heavy rainfall or strong wind. In the opinion of 
Marshall, as such, the laws of Economics should be compared with the law of tides 
rather than with the law of gravitation.^ 

Economic Laws are the Most Exact Social Laws 

Economic laws are not so exact as physical laws, but they ate the most exact- 
of all the laws of social sciences. The reason why economic laws are superior in point 
of exactness to all other social laws is that economic motives can be measured ■ by the 
measuring, rod of money, while no other social science has the facility of any 
quantitative measurement. In Economics motives ate measured by money — ^rupees, 
annas and pies. If you want a . pen and will offer Rs. 10 for it rather than go without 
it, the intensity of your want for the pen can be measured by lU. 10. Similarly, if 
you will charge 4 annas for typing out a page, the displeasure of typing out a page 
can be measured by 4 annas. This privilege of measurement, which is denied to other 
social sciences and is available to Economics, goes a long way in making Economics 
fairly exact— more exact than any other social science. 


Since on economist can very tartly espciiment he must content himself with watching the ehannes that 
take place III conditions, and their resiilts, and argBingns to the meaning of his observations, it is largely 
due to this fact that economic laws are far less dtRnite, and open to many more exceptions, than is the case 
in sciences where systematic experiments are possible. It is very difiicalt to be sure that we have not 
ovcilookcd some change in the conditions, that has taken place; and even serious students may thus be 
misled and ipav atttibuie a result to a cause which in iact has had little or nothing to do with it, just 
because they have overlooked the true cause or causes. See Moreland, An IntroMion to Bootiomlct, pp. 6-7. 

aPtol, Bobbins aigues that economic laws are as precise, within the limits of the assumptions, as, 
or even mote precise than, physical laws. See Robbins, Tnt Batiirii ani Signifioaitu of Emnmh Scienos, 
Also see Knight, Salsnliflo IMlad tn Boonoiwns, in the Trtnd of Boonomios (Tugwell). 

^Marshall, Prinaif/hs of Boonomios, pp. Bl-SJ. ' 
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Every science arrives at its conclasions, generalisations and lav/s through some 
logical process. This logical process by which we arrive at generalisations or laws of 
a science is known as its method. Economics makes use of two important methods, 
namely, the deductive method and the inductive method, 

DedQCtive Method 

Under the deductive method certain basic propositions regarding human natute 
are taken for granted and from these propositions broad generalisations are derived. 
For instance, it is a fundamental fact that all men die one day. Smith 1$ a man. 
Therefore, he will die one day. There is a simple example of the deductive method 
Jevons aptly describes deduction as “ ^ting -knowledge fmm n rhg^kmvmledge.’'^ A 
large number of economic laws has reenaiscSefgduf “fKis' way. T he economic law 
of diminishi ng ut iUtv has been arrived at deductively. We know that men do hot 
genetally'affaclfarTnuch importance, to the second unit of an article as to the first : 
and not so much to the third as to the second ; and so on. From this psychological 
fact it has been deduced that as the stock of a commodity increases, the utility of 
each additional unit goes on diminishing, other things remaining the same. 

Early economis ts made the use of the deductive method alone. But the 
exclusive devotion to the deductive method, to the neglect of the inductive 
method, misled them, ^ven the fnn damiviriil prnpruiirinn; abp ut human nature with 
which-the y .a Mrte d w er e '- ^mmeri mps wrong ; and they, moreovK, did not verity ttieir 
generalisations by actual observation. The laws arrived at through such defective 
deduction wete naturally faulty. Undue and ftyMuglvp (>mphask juvJedurfivB methods 
thus put the cart of Economics 'on wrong lines. Gemaa-^iOT i'ilsn fitsistwlted 

a gainst this state at^d i nrrndiu-.ad tha-indiictive miffigfTh EcQDQm ic.s>-5Lnce 

t nen the j opilavliy nf th^ 'nductuaLffle thod has widely incr eased. 

lodnctlre Method* 

According to this method, we first observe the relevant points concerning a 
particular phenomenon, which are collected in adequate quantities and subjected to 
close scrutiny. From the data thus collected, generalisations are drawn which are 
known as laws. 

Malthus followed this method in formulating bis theory of population, namely, 
that population increases faster than food supply. He painfull y studie d the history 
of all the important countries of the world ; and from the facts thus collected, derived 
the Law of Population. 

tndnetive Method vs. Deductive Method 

It is sometimes debated as to which of these two methods is of greatet use and 
importance in Economics. It is the opinion of modern economists that both of these 
methods are important and useful. “Indiir rinn and 

srip.nfifir rbniight as rha righr n n'i ari- |,nr h neftdei fnr walking."" In those dc- 

jjattments of Economics whw facts anc^^a are not easily available, deductive m ethod 
<.s largnly used , as for example in Co na^p tion, Ex chanM and Distributi on. But where 
adequate facts and data are availableand the fundamental propositions about human 


•Jevons, togio, p. 13. 

‘A sentence liom Sstimoller, the gteat Geionn economist, which has become cinssic. 
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nature are lacking,- as for example in Production, the inductive method is generally 
used. Our subject of Econoihics would have been very imperfect and ill-developed - 
today were both these methods not , utilised according to their suitability and 
propriety.’ 


§ 3. ASSUMPTIONS OF ECONOMICS 

Economic laws ate ordinarily accompanied with certain conditions; in other 
words, they are limited by certain assumptions. They always state that provided such 
and such things exist, this cause will lead to this effect. The reason why economic laws 
involve assumptions is that human beings, whom Economics studies, have free will and 
are under certain circumstances influenced by a large number of considerations. All 
such variable factors cannot be taken into consideration at one and the same time. 
Economists, therefore, take certain conditions or assumptions for granted, and state* 
what will be the result of certain casual forces under the assumed circumstances 

The most important assumption made by economic laws is "other things being 
equal" or "other things remaining the same." The implication of these phrases is differ- 
ent in different cases, and depends upon the context in which they are used. Other 
assumptions are the existence of free contact, no-rent land, human propensity to be 
led away by monetary considerations, etc. Some pertinent remarks have been made by 
Marshall on this subject, which may be quoted here in toto : 

, It is sometimes said that the laws of Economics ate ''hypothetical." Of course, like every other science, 
it undertakes to study the effects which will be produced by certain causes, not absolutely, but subject to the 
condition that other eiiftiss ora e^uoi, and that the causes are able to work out their effects undisturbed. 
Almost every scientific doctrine, when carefully and formally stated, will be found to contain some proviso 
to the effect that other things areequai: the action of the causes in question is supposed to be isolated; 
certain elfects ate attributed to them, but only on the hy^ofhesfe that no cause Is permitted to enter except 
those distinctly allowed for." I he assumption made by certain economists are not exactly true but they 
are a near approach to reality, 'il'e already come across pcricctly tree competition; but instock exchange 
markets and elsewhere, this position is approximately reached. No-rent Is not generally to be found, but 
land paying negligible rent is not a rare occurrence. Man is guided by religious, patriotic, political and 
other considerations, but a consideration of wealth is of definite importance. It is clear, then, that our 
assumptions are nearly correct and, therefore, the lawsbased on them are closeapproximation to reality. 

TEST QUESTIONS 

1. What are the connotations of the term 'law' in everyday speech ? How do they differ from the 
economic sense ot this term ,7 

2. Show how tar economic laws are exact 7 

3. Arc economic laws as exact as physical laws 7^ It not, what is their use 7 

4. "Economic laws ate the most exact ot all the'^social laws." Do you agree 7 Give reasons, 

5. %'hat do you mean by a 'method' 7 \?hat methods are followed by economists 7 

6. Write a short note on "Assumptions in Economics”, 


’All the devices lor the discovery of the .relations between cause and effect which are described in 
treatises on scientific method, have to be used in their turn by the economist; there is not anyone method 
ot investigation which can properly be called the method ot Economics ; but every method must be made 
seiviccabic in proper place, either singly or In combinations with others..,.., But in some branches of economic 
enquiry and lot some purposes, it is more urgent to ascertain ' new faets, than to trouble ourselves with 
the mutual relations and explanations ot those which we already have. 4/iille in other branches there is 
still so much uncertainty as to whether those causes of any event which lie on the -surface and suggest them, 
selves at first are both tnis causes ol it and the only causes of It, that it is even more urgentl/ needed to 
scrutinize our reasoning abnut fact^ which we already know, than to seek for more facts.— Marshall, PrintipUs 
of Beommlos, pp. 29-30, 

"It has been forcefully stated by certain writers in rece it tines that eono.mic laws aisu-ne other 
things to remain the same, which they never, are Economics is, therefore, an unrealistic scleice. See Mrs- 
Barbara ^ootton. The lament for Boonemiot, 
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EXAMINATION QUESTIONS 

!• Wlistls the nitureol ceonsmie Ism? Compere ced contrast them vrith the leu: of physical 
sdecces. Hou do they dlllerlroDstatetory lavs? (Pnnjab, 1930) 

1, What do you understand by Economic laws ? Distinguish the economic laws froir each ol the 
lollowinj !— 

(o) Covet not what is thy neighbour's. 

(h) Bodies heavier than ait fall downwards when unsuppotled. 

(n) Any person lound driving a motor vehicie without a license will be fined Rs. SO. (Delhi, 1938) 

3, What do you understand by the term law In Economics t Show by means ol eitanples how econo 
mic laws dlller in character Iron: statutory laws. (Delhi, 1931) 

4, ...What are the methods employed In the study ol Economics 7 (Delhi, 193S) 

5, ...Define the term 'Economic Laws'. (Calcutta, 1933) 

6, Discuss the value and limitations of the chief methods oi study ol Economies. (Calcutta, 1933 ) 

7, Explain the nature of Economic Laws, and show how ''Economics does not give ns conclusions 
directly applicable to Policy". (Bombay, I Com., 1939) 

B. What are Economic Laws ? How do they compare with those of Physical Sciences. 

(D. Com. I.M.C, 1937) 
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DEVELOPMENT OF ECONOMIC LIFE 

Wants— e(foits-satislactioii......this is the circit ol Political fconon'y— Bflsf/nf 

We shall now study the various ways in which men, from earliest times to the 
present, have been eatning their living. In other words, we shall discuss the develop- 
ment of economic life. 

Since his earliest abode on this planet, man has made tremendous progress. This 
development has taken place in all walks of life— social, political, economic, ethical and 
others. Here we were concerned with the economic development only. Economic progress 
of human beings has, indeed, been remarkable. The original man used to remain naked, 
sometimes covering his person with bark and leaves of trees or skins of animals, and 
to eat wild fruits and flesh of animals. The average man of today is a completely 
changed being ; his wants have multiplied and the satisfaction of these wants has become 
an extremely complicated process, He keeps his body, covered with cloth from Man- 
chester and silk from Tokyo ; eats Chinese soya beans, and Mediterranean oranges ; 
and drinks American syrups and French champagne. The economic progress of humanity 
has been profound. 

The economic development of society may be studied from two points of view ; 
(i) The Development of Economic Activities of the Individual j and (if) The Deve- 
lopment of Economic Organization of the Society. We shall trace the economic evolu- 
tion along both these lines in § 1 and § 2 respectively. 

§ 1. DEVELOPMENT OF ECONOMIC ACTIVITIES 

The feeling of wants which press for satisfaction leads man to make economic 
efforts. These efforts result in the satisfaction of his wants, directly or indirectly. 
Wants, efforts and satisfaction— these are,.then, the important links in the chain of 
economic activities. The relation between . wants, efforts and satisfaction was direct, 
simple and uninterrupted during the infancy of society. The economic chain then had 
only these three links and no more. But the progress of society has lengthened the. 
process of satisfaction of wants, and at the present time many more links have • been 
added to the economic chain. 

1. The Stage of Direct Efforts 

In the earliest stage of history, the relationship between wants, efforts and 
satufaction was very intimate and direct. As soon as a want was felt, effort was 
made to satisfy it, and the satisfaction was obtained. When the savage felt hungry, 
he plucked some wild fruits and ate them up. If he wanted a shelter, he collected 
twigs of trees and prepared a crude shelter. This was the first stage of economic life and 
IS called the Stage of Direct Efforts. In all the subsequent stages, the relationship 
between wants, efforts and satisfaction becamj Iniirect. Tne following diagram 
illustrates the essentials of the first stage s— 
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STAGE I 

Wants—EffoHs— Satisfaction 

2. Tbs Stage of Indirect Elforts 

In the first stage of direct efforts, each man himself produced everything he 
wanted for his own consumption. This he could afford to do in the earlier days when 
wants were very few. and simple and could be easily satisfied. With economic progress, 
however, wants multiplied and became complex. Man now discovered that he could not 
himself produce all the articles of his consumption efficiently. He could satisfy mote 
wants if he (i) produced only one or a small number of articles which he could prepare 
most efficiently ; and (I'i) exchange whatever he produced (keeping with him so much 
as he requited for his own use) with othet things he requited. 

He was thus compelled, for reasons of advantage, to lengthen the chain of 
economic activities. Whenever the want for a particular thing was felt, effort was 
made to produce the articles for which the person concerned had special proficiency ; 
and then the articles produced were ' exchanged for the objects of his desire. Thus 
exchange intervened between efforts and satisfaction ; in other words, a gulf was created 
between efforts and satisfaction which was bridged over by exchange. The relation 
between wants, efforts and satisfaction thus became indirect, as is shown below 

STAGE II 

Exchange 

' Wants — Eforts Satisfaction 

3. Tbe Stage of lodnstrial Gronping 

As human knowledge increased, people began to realise that they could increase 
their output still more and satisfy still mote wants if, instead of working individually, 
they worked jointly in groups. In other words, they began to appreciate the advantages 
of cO'Operation and association, which they soon put into practice. 

An example will make the new improvement effected under this stage clear. 
Suppose a man wanta a chair. In the first stage of direct efforts he will prepare it 
himself. In the second stage of indirect efforts, it will be prepared by the carpenter ; 
and the man, who wants it, will get it from him in exchange for some othet thing, say, 
cloth, which he (the consumer) has produced. In the third stage of industrial grouping, 
the chair will be prepared not by one man but by a number of men working in a group. 
Thus one man may fell trees ; another may bring them to the place of work ; a third 
may cut them into planks ; a fourth may make a chair out of the planks ; and a fifth 
may varnish it and give it the finishing touch. Five persons working jointly prepare 
the chair. 

The above example of the preparation of chair in the third Istage raises an 
important question : When five persons prepare a chair, to whom does it belong ? 
Naturally, it belongs to all of them. And whatever they get by bartering it, is dis- 
tributed among them equitably. The share of each individual enables him to satisfy 
his own wants. 

In the third stage, then, the feeling of want leads to efforts which ate combined 
and joint. Combined efforts bring the satisfaction of the group through exchange. 
The individual member of the group obtains satisfaction through the distribution of 
the earning of the group. The following diagram makes it clear 

5 
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STAaE III 


Exchange Distribution 


Wants — Efforts Satisfaction 

of an as a mem- of wants of 
indivi- ber of a group, 
dual. group. 


Satisfaction 
of wants of 
individual 
member. 


1 Tbe Stage of the Use of Rfonej 

Hitherto exchange took the form of barter. Article.s were exchanged for 
articles ; money had not yet come into use. But the batter system had several difficulties 
to solve which money was introduced. 

The introduction of money all the more lengthened the chain of wants, efforts 
and satisfaction. Whatever was produced under co-operative production, began to be 
sold for money, and the group now obtained a certain money income. The income 
of the group began to be distributed among the individual composing the group, 
thus resulting in the obtainraent of individual incomes. With this income each 
individual could purchase the article or articles he required and obtain satisfaction. 
This is the present stage of economic evolution and is illustrated below 


STAGE IV 


Exchange Distribution Exchange 

/-N /-s 

Wants — Efforts Income Income Satisfaction 

of an in- as a mem- of a group, of an in- of wants of 
dividual, ber of a dividual. an indivi- 

group. ' dual. 

§ 2. KCONOMIC ORGANIZATION OF THE SOCIETY 

The above is the history of economic activities of the individual. Now we 
shall describe the various stages through which the economic organisation of society 
has passed since the earliest times. They are : (i) the hunting and fishing stage ; (ii) the . 
pastoral stage ; (iii) the agricultural stage ; (tv) the handicrafts or commercial stage ; 
and (v) the industrial stage. 

1. Tbe tinnting and Fisbing Stage 

In early times, men used to support their lives by hunting and fishing. In this 
stage the wants of human beings were very limited and could be easily satisfied. For 
instance, when a man felt hungry, he just plucked some wild fruits and leaves or went 
afishing. If he wanted something ,to covet his person, he made use of barks of trees 
or skins of animals. If he wanted a shelter,' a cave or a dense tree served the purpose. 
JViaij depended for the satisfaction of his wants on what he found ; he did not make 
anything. Wants were few and simple and they were satisfied in simple ways. 

Of all the wants, that for food was the most difficult to be satisfied, and shaped the 
economic life as a whole. The plucking of fruits and plant was an easy task, but when 
jt was necessary to kill animals with rough instruments, much exertion and skill were 
lequired. There were, then, times when fruits and plants did not grow due to famine 
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orsome Other reason, and the animals became scarce due to fatal diseases or due to 
their flight in large numbers when being chased by hunters. When animals moved to 
some new tract, men had to follow them. Population was, therefore, migtatary and 
s)wse. On an average a man required 70 to 80 sq. miles of land to maintain himself. 
■' . ‘Very often fresh tract would be obtained onlv 

-A I by dispossessing others ; and this would neces- 

^ J cpnimcn in those days. 

a\ The vanquished were hilled and their flesh was 

eaten by the conquered with pleasure. Prisoners 

HUHTIWS^ FISH IMG ^ Could not be allowed to live since they could 

' ■ ' not be easily fed. Hence cannibalism, i.e,, the 

practice of eating human flesh uas picvaknt. It 
2 ==^-, should, however, be noted that fishing tribes 

—5 ■ -*=- ^ ^ ^ were more peaceful than hunting trib«. They 

— . =r — - . ■ did not move from place to place very frequent- 

ly fnt fish increase in number so rapidly that 
they remain plentiful in spite of being caught. 
This population was, therefore, dense and fixed. 

The principle of private property had not 
yet made its appearance. By private property 
'® meant the ownership of property by private 
individuals. In the hunting and fishing stage 
. (5RA21N6 _ nobody possessed anything ; whatever was re- 

— - quited was no sooner obtained than it was 

jL consumed. Each individual was self-sufficient. 

Ay and exchange had not yet originated, 

fi-] 2. The Pastoral or Nomadic Stage 

— The next stage of economic evolution is 

Itnown as the pastoral stage. Animals were the 
' . . ., • centre eromd on ii'Mcfi the economic life was built 

«p in those days. Increase in human intelligence 
CUIJIV T _____ had led to the realisation of the value of ani- 

, mals. They provided milk and wool ; they 

4 5 ensured a regular supply of meat : they could 

.. also be used for tiding purposes. Men, therc- 

, fore, began to tame useful animals instead of 

killing them. The supply of milk, etc. imparted 
an element of stability and surety in their 
— hitherto precarious existence. 

^ ' Animals live on grass which grows on pasture 

lands. The domestication of animals is, there. 

(|S related to the availability of pas- 
tute lands. And the discovery of fresh grazing 
"b grounds for animals was an important problem 

which the people of the pastoral stage had to 

TORY ^ tackle. As soon as one grazing ground ceased 

Jiy — be useful, they migrated along with their 
' I ” animals to newer areas. lAen thus used to 

^ wander from place to place not for their own 

^ ’ " food but for the food of their cattle. When 

green grasslands were found, men used to live 
Rs. 6. Esalaiaii, tl« evalatioa of the iia fixed abodes temporarily. Since food supply 
Koaomic orjaniution of society. was greater in this stage than m the preceding 




CWiTiVATfoN 

Handicraft 


FACTORY 


Exolainiis the evolulioo of the 


uoaomic orjanizstion of society. 



36 


INTRODUCTION. TO ECONOMICS 


one, the population also tended to be denser. The necessity of fresh grazing grounds 
was a fruitful source of wars. But the practice of killing war prisoners was given up 
in this stage, for they could be better utilised as slaves for looking after the animals 
and for other rough work. The system of slavery had its origin in these days. 

The greater stability and increase in the food supply and the practice of. keeping 
slaves, resulted in some leisure which 'men utilised in doing finer and better things. 
Instruments and implements began to be made, and better houses began to be con- 
structed. Economic progress had its beginning in these conditions. 

Private property also made its appearance now. Animals were owned personally 
and were given personal supervision. But private property was not yet extended to 
land. Self-sufficiency continued to be the key-note of economic life and exchange did 
not yet appear. 

3. The Agricultnral Stage 

So far man's existence was precarious, and he was on the look out of a secure 
source of food supply. An increase in his knowledge and his growing control over 
Nature led him to hit upon agriculture or the tillage of soil as a solution. This was 
the next stage in the economic evolution of society. 

The cultivation of a plot of land required people to live in fixed abodes and 
at a particular place. The migratory character of population was weakened. Moreover, 
people began to live together as far as possible with a view to ensure safety ; while 
increase in production could support dense population. These facts gave rise to 
corporate living, to hamlets and villages. 

Man had hitherto controlled only animate nature ; now he began to control even 
inanimate nature. His productive capacity increased, became stable and he began to 
have more leisure. Ideal conditions for economic progress were thus created. 

Slaves were very helpful in agricultural organisation for all the rough, heavy and 
exhaustive work could be thrown upon them. The system of slavery was, therefore, 
strengthened in this stage. So was the system of private property. Land became a very 
useful thing and was found limited in supply ; the principle of private property was 
readily extended to it. 

Warfare continued even in this stage. Whenever crops failed or animals died, 
or when more land or more slaves were needed, clan conflicts took place. Self-sufficiency 
and absence of commerce still largely remained the characteristics of economic life. 

4. The Handicrafts Stage 

With the passage of time, man’s knowledge and the leisure at his disposal in- 
creased and he began to manufacture small things like knives, boats, etc. The numbers 
of occupations increased ; and men began to specialize in certain occupations. Some 
persons became carpenters, others blacksmiths, and still others agriculturists. Society 
was thus split up into a large number of occupations. The manufacturing occupations 
were known as handicrafts because most of the work was done by hand. Hence the 
name the ‘Handicrafts Stage.’ 

Specialization brought exchange on the stage. When men began to specialize in 
one particular occupation, they produced only one or few things, and it Was necessary 
for them to exchange their surplus produce for other articles which they needed. Ex- 
change or commerce became a necessary economic phenomenon and the trader was born. 

In the beginning one article was exchanged for another article. In other words, 
exchange took the shape of barter.'^ But barter had several difficulties like the need of 


tExehange of article for article is kuffi as bJrlrr; exchnje of an article fir aijney, sale ; and 
Pfchange of money for an article, purehate. 
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double coincidence of wants, absence of a measure of value and others, which shall be 
discussed in detail under Exchange. These difficulties led to the invention of money, 
after ii'liidi exchaiife took the shape of purchase and sale. 

The first articles manufactured by- man must have been weapons to kill animals 
and to fight. Later on useful articles like utensils, cloth, etc. would have been prepared. 
These things began to find markets slowly and gradually. As markets increased, mer- 
chants began to give raw materials to village artisans and get the articles prepared from 
them to order. The system is known as domestic system of Industry and prevailed 
before the modern factory System. 

S. The IndDstrial State 

The pace of economic progress, however, continued ; and inventive genius of 
the human race brought machinery on the stage, The invention and use of machinery 
led to such a remarkable change in the economic conditions of society that an era of 
‘Industrial Revolution' was said to have set in. The Industrial Revolution first came 
in England and covered a century, from 1750 to 1850 roughly. From England it found 
its way to the other countries of the world. The machinery which were newly invented 
were very costly and complicated and were driven by power, as for example, water, 
steam and electricity. It is this stage to which the society has reached today. So 
important is the part played by power— water, steam and electricity - in modern times 
that the present age is known as the “Age of Power.’’“ 

The introduction of machinery resulted in very fundamental and far-reaching 
changes, Powerful and costly machinery have necessitated the working together of 
hundreds and thousands of workers under one roof. Machinery have increased output 
tremendously and have lowered the cost pec unit, thus driving the handicrafts out of 
the field. Big factories are to be seen everywhere these days. Big factories naturally 
lead.to big towns. A factory is set up at a particular place usually because the latter 
has various industrial advantages like the availability of raw materials, labour, capital, 
etc. The establishment of the factory brings into prominence the industrial advantages 
of that place and other industries are also attracted thereto. After some time it grows 
into a big industrial centre. Many a silent hamlet has thus been converted into busy 
industrial towns ; and big factories and big towns have become the most proiwineiif fea. 
tures of the modern society. 

The introduction of costly machinery and the establishment of big factories 
have created a split in the society. The society has now been divided into those who own 
such costly things, called capitalists ; and those who do not possess them and simply 
work in the factories for wages, called labourers. Capitalists and labourers are generally 
at daggers drawn. Labourers feel chat it is they who work and produce things. But 
still they are given only a few annas daily while very large profits are pocketed by capi- 
talists. As a matter of fact, these profits should be given to them because it is their 
labour which creates them. Capitalists, on the other hand, feel that they invest enor- 
mous capital in factories and it is only natural that they should get substantial reward 
therefor. This conflict often leads to “strikes" and “lock-outs",’ which ate unwelcome 
interruptions in the otherwise smooth tunning of the economic mechanism. 


2We are not only uslaj steam po»er and electricily but also water power jar more eijicienlly than erer 
before ch'ieilyto fienerate electikitv* Perhaps alone Is used less than formerly, and wc shall 

doublless find ways to store up the force of the wind In the shape of elcctilcity loo we arc using '[??* 
rays of the Sun and the ! jrce of tides, an i pro,JOsal5 have been made to use the earth s internal heal. For tms 
reason our modern ccoaomic stage is often called the ‘'age of power'‘...,B. G. Bhatnagar, OjitUnes of Econo- 
rrsfos, pp. 86^7. 

s ^hen labourers refuse to work, a "strike" issiiJ to have liken place; bjt whci factory-owners close 
down the laclorlcs aid refuse to give work to labourers, ft Is said (o be a "lock-out i 
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Machinery has enabled men to control Nature and to harness her resources for 
productive purposes. Production has, therefore, increased enormously- It has been asso- 
ciated with a corresponding increase in trade and commerce which have become inter- 
national. Trade is carried on with the help o^f certain auxiliaries like transport, banking 
and financial systems, all of which have been largely improved. Money economy has 
been replaced by credit economy to give sufficient scope for modem economic activities. 
In the modern industrial stage, manufacturing industries occupy a central place, trade 
and commerce are considered to be their auxiliaries, while agriculture is given a minor 
position, though the importance of agriculture has been increasing since-the last Great 
War.-* 


TEST QUESTIONS 

1. 'K'iiat Is (he iclationship between wants, effotts and satisfaction ? Elucidate it with reference 
to the historical evolution sirce earliett times. 

2. Give a history of the economic activities of individuals, careiully bringing out their nature and 

growth. 

3. hat do YOU mean by the economic organization ol society? Give a historical account of the 
development of the economic organization of the modern society. 

EXAMINATION QUESTIONS 


U. P. Inter. Arte 

Trace the develcpnet tot economic tile through the various stages from the earliest to the modern 
times, giving briefly the characteristics of each slage-oi development, (1942) 

Rajputnnn Inter. Com, 

Explain why (he pastoral itage rnimitsa derset populailtn than the hunting siege, but a less dense 
prpulaticn than the agricultural stage, (1945) 


^Foi a datfliled discussion, see my Beonomia ani Ga-if nin! it Bismjs- 
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WHY DO WE STUDY ECONOMICS ! 

r 

The iiivirll^ation ol the conditions ol miilh by Adiim Sinifh and his snucsiori has already icsuttel 
in the removal ol monstrous dcclusions which a ccatury ago protoundly ciiected thi legislation oi every 
civilised eounliyto the inexpiesslble injury ot the commonwealth ol nations. Th: lirst Iri'lts cl Political 
Economy have been worth a million times she intcllecttial eilort that has been bestowed npoti the stibicct— 
Watker, 


There are two possible reasons for the study of a subject. It may be studied 
merely for the sake of the pleasure and enlightenment that the study affords ; this 
object is called the ‘light-bearing’ or theoretical object. Or it may be studied with 
the object of deriving help in practical affairs of life ; this latter objeet is called the 
fruit bearing’ or practical object. 

The study of Economics has two-fold impottanse— theoretical as well as 
practical ; in other words, it affords us pleasure as well as helps us in practical affairs 
of life. It is thus better than subjects like Philosophy which ate only light-beai^ng. 

, § 1. theoretical AUVaHTAGES ®F EOOlfOMICS 

The nature of economic study is such that anybody who takes to it is Immensely 
benefited in more ways than one. Economics has aptly been described by Marshall as 
“an engine for the discovery of concrete truth”; and its student develops all the qualities 
which ate necessary for this discovery. It, firstly, develops in the mind of its student 
logical efficiency and faculty of observation. Direct experimentation under laboratory 
conditions not being possible in this branch of knowledge— we cannot catch a man and 
subject him to certain economic forces to see what happens— economic laws are arrived • 
‘ at either by proceeding from broad truths regarding human behaviour, or by collecting ■ 
facta through observation. The first method, known as deductive method, affords us 
a better view of man and matter. The second method, known as inductive metliod, 
makes us acute observers. 

Again, the data that a student of Economics has to handle ate so enormous and 
of so varying importance that he has to pick out of them the relevant facts and to set 
apart the irrelevant facts. Economics thus develops the faculty of judging the com- 
parative impoitance of various considerations without any mechanical assistance, a 
quality which is of very great value. 

Apart from these qualities which a student of Economics acquires, he is also 
benefited by an inprease in the total stock of his knowledge, and a clear insight into the 
complicated economic mechanism of which he constitutes a limb. Economics relates 
to him the detailed story of the consumption of wealth ; how this wealth is produced 
and what ate the factors that contribute to increased production ; how exchange takes 
place and what fixes the value or price of any commodity ; bow wealth is distributed 
and incomes are earned and why is it that some are rich while others are poor. It 
seeks to show him what place he and his companions fill in the economic structure 
’bfthe nation, how the firm by whom they are employed functions as a part of the 
business machine and how the industry of which that firm is a member is related to 
other industries, and how does it work in {latmony with them for a common end. 


iThomas, Elemsnts of Bmnomies, p. 19. 
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A study such as this provokes a sense of serious thought on matters of vital irnportancfe 
by throwing a flood of light on the different parts of the economic system to which 
we ate all linked. 


§ 2. PBAOTIOAL ADVANTAGES OS’ ECONOMICS 


Economics is useful not only from the point of view of theory but also from 
the point of view of practice.® Though it is still a matter of dispute among economic 
authorities whether Economics can issue rules and regulations for guidance in practical 
life or not, large majority of economists definitely believes that the practical value of 
Economics is supreme. 

The study of Economics is so many-sided and so vast that it throws light on a 
surprisingly large number of practical aspects of human life. It affords practical guidance 
to householders and busitiessmen, labourers and capitalists, reformers and statesmen 
alike. Besides being of much practical importance to individuals, it is of great benefit 
to the society as a whole. 


UTILITY OF ECONOMICS TO INDIVIDUALS 


Utility to Householders 

Let us start from the house which is the most familiar place to each and all of 
us. If we think little carefully, we will find that Economics is of undeniable benefit 
in the conduct of household economy. It suggests to the householder the broad 
principles by following which he can get maximum return out of his expenditure. It 
offers to his consideration the Law of Equt-Marginal Utility which directs him to 
spend his money in such a way that the utility of the last unit of money spent on 
each of the various heads may be almost equal ; for by following this rule, he can 
derive maximum benefit out of his expenditure. Similarly, Economics emphasises the 
wisdom of keeping proper family budgets which show whether expenditure over various 
item is being done prudently or not. For instance, a man may be spending freely on 
intoxicating liquors and drugs or on cinema shows and the like, and this expenditure 
may be so disproportionately large that inadequate amount may be left to cake care of 
other important items of expenditure like food, clothing and shelter. In such a case the 
heavy item standing against intoxicants or the cinema shows will suggest that life can be 
made richer and fuller by diverting this expenditure to other more important heads. 

Utility to Bttsiaossmon 

Let us now pass on from the household to the business field and see how Economics 
is useful to businessmen. In a narrow sense Economics is the science of which business 
is the art. Economics is, therefore, important for the businessman just as knowledge 
of law is important to a lawyer and knowledge of medical science to a doctor. The 
study of Economics, moreover, imparts a habit of thought and a familiarity with 
concepts invaluable to the man in big business, who to be successful must have a deep 
comprehension of principles involving a net work of mutually dependent phenomena. 
The solution of various business problems requires a profound knowledge of economic 
principles, Some of tlie most careful students of Economics have been famous 
business magnates.® 


“'Economic Science is chietly valua'sic neitiiet, as on inteiicclual symnaslics. not even as a means ol 
winning ttulh tor its own sake, bjl nsahmdiniid ol ethics aid a sewantol practice.' Pigou, in Mcmoiiam! 
Maishaii liwarialsof A>Jrei Marshall, p, 81 

f Sec Turner, Infniiititlan to Eoonom ios. 
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Utility to Statesmen 

It apprises the practical tolwciantf the^V*^°””*’ less beneficial to statesmen, 
their correct solutions Politirian. ?“tt«nt ecMomic problems and also suggests 
staples of their acS Th re T bo Political issues of the dayr'the 
Public Finance, where tL debt due hv^tlT'T’f "Itstmct field of Economics, called 
Economics teachw the stated ««esmen to Economics is undeniably heavy. 
Government, and the method, of ways and means of running the finances of the 
arise, the problem^vfi rank financial problems as and when they 

diture. supreme in the modern days of increasing State expen- 


Utlllty to Social Deformers 
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Indahkc^^^^^^^ reformers. For instance, 

men^ta favlur o?the^ If social reformers start a move- 
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social omblem- af^^^^ b® <l°n®- O.i many 
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UTILITY OF ECONOMICS TO SOCIETY 

Economics also contributes to the welfare of the society as a whole, just as it 
augments the welfare of its each member. 

Individuals ate members of the society, and their actions affect the society, 
favourably or adversely, l^onomics carefully studies these individual actions which 
arc injurious to the society as a whole and recommends the methods of their prevention. 
The problem of luxury is an example of this nature. Similar is the case with drinking. 
If a man is a habitual drunkard, he not only spoils his own moral and reduces his own 
efficiency, but he also passes on this evil to others. Economics by its salutary recom- 
mendations for preventing this injurious habit, does immense good to the society. 

There are, then, certain economic issues which are of direct interest to the 
society. The problems of free trade vs. protection, incidence of taxation, gold exports, 
the development of cottage industries and the like, affect the society as a whole. 
Economics carefully studies these problems in the light of social welfare and gives its 
unbiased opinion. Since the most notable trend of modern politics has become the 
suppression of the Individual by the State, this being the key-note of Socialism, Fascism 
and Planned Capitalistic Economy, socio-economic problems are fast increasing in 
number and urgency. 

There are, indeed, some very important social problems to which Economics 
has to address itself. Of all such problems, the problem of poverty is the most stupen- 
dous and the most weighty. “The conditions which surround extreme poverty, especially 
in densely crowded places, tend to deaden the higher faculties. Those who have been 
called the Residuum of our large towns have little opportunity for friendship ; rhey 
know nothing of the decencies and the quiet, and very little even of the unity of 
family life ; and religion often fails to teach them... And in addition to the Residuum, 
there are vast numbers of people both in town and country who are brought up with 
insufficient food, clothing, and house-room, whose education is broken off early in order 
that they may go to work for wages ; who thenceforth ate engaged during long hours 
in exhausting toil with imperfectly nourished bodies, and have, therefore, no chance 

of developing their higher mental faculties Their poverty is a great and almost 

unmixed evil to them. Even when they are well, their weariness often amounts to 
pain, while their pleasures ate few ; and when sickness comes, the suffering caused by 
poverty increases tenfold.’’^ It is broadly true that ‘the destruction of the poor is their 
poverty’. Economics by studying the causes of poverty and suggesting methods of their 
removal, does real service to a large part of mankind. 

§ 3. IMPORTANCE OP THE STUDY OF ECONOMICS IN I^DIA 

To us in India, the study of Economics is pregnant with great possibilities. 
Ours is a poor country ; the income pet head of out people is among the lowest in the 
world. But out productive resources are immense ; they can make us several times 
richer than w'hat we are today. \?hy should, then, we be so poor ? This fundamental 
problem belongs to the domain of Economics and it is for our economists to find out 
the ways and means of making the country prosperous and well-to-do. 

The problem of Indian poverty is a wide and important issue. There are several 
other problems of economic character which await analysis and solution. Should we 
have a free trade policy or a protectionist programme 1 Should we revive cottage 
industries ; and if so, to what extent 7 Should we export our gold ? Should we enforce 
the prohibition policy 7 Should we allow foreign capitalists to start factories it) this 


^Mnrsholl, Priticifle! of EeoiMinles, pp, 24, 
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country 1 These ate only a few of the long list of vital problems of India, which require 
a comprehensive, up-to-date and sound knowledge of economic principles and practices 
for their solution 


TEST QUESTIONS 

1. Vii'hal are the Ihcoreltcal aivanla;!!! ol the slut)' oIEco.samics ? 

2 . Is Economies a fnilt-bearin; faience ? Showho?. 

S> What is the impailance of the study of Economics in India? Discuss (ulK 
4, Is a study of Economics useful to a businessman ? li so, how T 

EXAMINATION QUESTIONS 


U, P. later. Arts 

1. What is Economics? How tar is the study ot Economics belplul in ptrctical life ? (1932,(939) 

U, P, Inter, Com. 

1. 'Study of Economics is n suitable preparation for a business career.' Estplaln. (U, P. Com., 1945) 

2 Discuss the value ol (he knowledge ot Economics lot a businessman. (U. P. Com., 1943) 

3. Discuss the value oi Economics as a preparation lor a business career, (U. P, Com., 1937) 

Rajputana Inter. Aria, 

1. Discuss the subject-matter of Economics, and write a note on (he Importance of the study oi 
Economics with special relerence to Indian conditions. (Ra)., 1943) 

Rajptttana Inter. Com. 

1, Discussthesubject-rasttei and scope oiEco,not)lcs. How fat is Econ omics uselnlin the solution 
of pmcUcal problems? Give Indian examples. ((94QJ 

Other Esaminntioa Qaestioiu 

1. Oiscussbriclly the importance and practical ntillty ol (he study of Economics. How can you 
iustity the study ot Economics ? (Punjab. 1933) 

2. What Is Economics? Why have you taken up the study oi this subject? (Delhi Inter. Arts, 

1939) 

3. Explain the nature of Economic Laws, and show how "Economics docs not give us conclusions 
directly npplicuble to policy," (Bombay Inter. Com., 1939) 

4. 'What is the practical value oi the study o) Economics? Do you consider that Economics should 
be one of the compulsory subjects tor u University course ol study in India 7 (Andhra, Inlet. Arts, 1944) 
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SOME BASIC TERMS 

In Common use almost evety word has many shades of meaning, end therefore needs to be interpreted 
by the context. And, as Bagehot has pointed out, even the most lotmal writers on economic science 
ate competied to follow this course; for otherwise they would not have enough words at their disposal. 
—Narshittt 


Every branch of study has some basic terms which are used in certain definite 
senses and which require explanation. Economics also has its basic terms. They will be 
defined and explained in their appropriate places. Here we shall explain the following 
five terms only : Utility, Value, Price, Goods and Wealth. 

§ 1. UTILITY, value AKD PRICE 


Dtility 

If we look to our belongings, we will find that all the things we possess satisfy 
some want or the other. If they did not have this attribute, we will not care to possess 
them. The capacity of a commodity to satisfy human want or wants, isknownasUs 
utility. Pencils and cigarettes, books and newspapers, intoxicating liquors and drugs, 
charas and bhang, chairs and tables, all satisfy human wants and have utility. 

Sometimes the above statement arouses a question from the reader : How can 
such useless and harmful things as intoxicating liquors and drugs, bhang and cigarettes, 
have any utility ? The objection is the result of a confusion between utility and useful- 
ness. Utility has nothing to do with usefulness or otherwise. Utility is simply the 
capacity of a commodity to satisfy some human want, good or bad. The satisfaction 
of that want may produce good result or cause injury ; that is not a material point at 
all. An intoxicant satisfies a harmful want ; while a medicine satisfies a useful want. 
But since each of them does satisfy some human want, it possesses utility. An article 
“may give pleasure or it may prevent pain ; it may satisfy hunger or thirst or merely 
man’s desire to have pleasing articles around him in his home ; it may make its possessor 
neat and clean or it may render him drunk or helpless. So long as it ministers to some 
desire of mind or body, it possesses utility in the economic sense, although the object of 
desire may be pernicious in its effect on the possessor or on others, or detrimental to the 
community generally’’. ‘ 

Utility, then, is the want-satisfying power of an article; and whether the 
utility of an article is greater small, depends upon the greater or less urgency of the 
want it satisfies. Suppose a man crossing a desert is very thirsty, so much so that unless 
he gets a cup of water he would die. The intensity of his want for water in this case 
is very great,, and therefore the utility of water is correspondingly considerable. But 
suppose, our friend, the traveller, is not in a desert ■ but is in his own comfortable house 
and is feeling slightly thirsty ; his want for water is not urgent in this case and, there- 
fore, its utility to him will be little. This example also illustrates the fact that the 
utility of an article is variable and not fixed. 

Utility, it should be remembered, is not inherent in a commodity. It is, on the 
other.hand, the relationship existing between the consumer and the commodity. In 


1$, E. Thomas, fibmsKiso/Rroncl'niffs. 
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the above example water remains the same in both the places, the desert and the house ; 
but its utility is preat in the one case and very small in the other. Why 1 Because the 
relationship between the consumer and the water is different in the two casei. Again 
take the case of sand. When lying in a desert, it has no utility ; but when brought to 
the plains to be used in the constructions of buildings, it comes to possess utility, the 
inherent chatacteristics and composition of sand do not change ; but still it does or docs 
not have utility according to external circumstances It follows, therefore, thrt utility 
does not depend upon the internal chatacteristics of an article but on the external 
circumstances— the relation between the consumer and the article in cuc.stion. 

ValDe 

Viilueisthe power of a commoditj’ to command other ir. t is ex- 

changer Briefly, value is power of exchange. You can exchange a rupee coin for pens 
or pencils or fruits ; and all these can be exchanged for money. They all possess value. 
But sun’s rays cannot be exchangee for anything since they ate plentiful and free. 
As such ; they do not have any value. 

Value of an artiole is measured by the articles which can be had in exchange 
for it. For instance, if one tola of gold exchanges for 50 tolas of silver, gold is 50 
times as valuable as silver, or the value of silver is l;50th of that of gold. Value 
expresses the relationship between two commodities, and depends, like utility, upon 
external circumstances. The value of an article is not determined by its intrinsic 
characteristics. 

An article possessing utility may or may not possess value. For instance, sun’s 
rays, moon.shine and rain water possess immense utility but they are so abundant and 
free that nobody has to pay anything for them. As such, they have no value. But 
no article can have value unless it has utility ; for nobody will like to pay anything in 
exchange for a commodity which cannot satisfy any of his wants and is, therefore, 
absolutely useless.’* 

Price 

We have defined value as the capacity of a commodity to command other com- 
modities in its exchange. The practice of exchanging one article for another article 
is known as barter, which has now become almost a thing of the past. Today most 
of the articles ate exchanged for money. The amount of money for winch an article 
exchanges is known as its price. In other words, value expressed in terms of money is 
known as price. As Mofeland observed, "Price is simply a short way of expressing the 


syalueot a thing simply means the qaiality VI sia: othu thing Iv; wlich itis exchanged. Thus value 
is a relative term, ant Impiies that one inmg u ompiied lo asamei: it there were only one thing in 
the woiid, the idea ot value could not exist o::ause no exchange cotlJ b; poniblc.— Maieland Op-Cit., 
pp. 15-16. 

svtiac in-use and Valut-iH cxahtuge. Some economists ur: the word 'value' in a slightly dilicrenl 
sense. According to them value is divisioie into (It Talue-in-usc aid [2| valuc-in-cxchangc. Vnlue-in-use 
is said to convey the same sens: whicn utiliiy docs; In other words. It means the capacity ol a cammodity 
to satisfy some human warn. Value-inexchange, on the other hand, is said to convey the sense Whidi 
the term value does In the above classiHcanon ; in other words, It means the capacity ol a commodity to 
command other co.mnodllies in us exchange. 

The use of the term valuc fn-use and yalue-ln-cxchange has been largely given up by modern economist!. 
They use the terms utility and vilua rcipectively. laiicid. oiudenis should, therefore, remember that tvhen 
the word value Is used without any addi.ion to it, it iigniliei vitue-m-etohange, 

"The word vplira," Adam Smith wrote; "has two dillerent meanings, and sometimes expresses the 
utility ol some particular object and sometimes the power ol purchasing other goods which the possession 
oltbatebiect conveys". But says Marshall, experience has shown that it is not well to use the word in the 
loimct sense, See Maishall, ficoiiointei o/ lniii(s(r)i, p. 39. 
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value of a thing in terms of money ! to say ‘the price of ghee is one seer per rupee, 
is precisely the same as to say ‘the value of one ker of ghee is one rupee.’’^ 

§2. GOODS 


Ateaning 

If you Just look around you, you will find yourself surrounded with a large 
number of things which satisfy your some desire or the other. The chair on which 
you sit, the table on which you keep your books, the shoes that you wear, the 
cigarette that you smoke and indeed even the sunshine, beautiful scenes, and pleasant 
evenings that you enjoy— all satisfy your needs or desires. All these things, material 
or non-material, which satisfy the desires of human beings are called 'Goods' 

In everyday life, the term goods is used in the sense of material possessions of a 
man. But the word is also sometimes used in a broder sense as when we say it is a 
great good to a man to be able to find recreation in reading or music after his day’s 
hard work is done. It is in this latter, the broader sense, that economists use the 
term goods. 

Marshall defines goods as all those things that satisfy human wants. In other 
words, anything possessing utility is a ‘good.' Goods include not only material and 
tangible things, like books, pencils, food and buildings ; but also non'material and 
intangible things like love, affection and friendship.® 

“Goods,‘' therefore, is a wide term. Their essential nature can be made clearer 
by studying their various classes. Goods can be classified, (i) according to their material 
or non-raaterial nature, (ii) according to their transferability or non-transferability and 
(Hi) according to their being free or appropriated. . 

Material and Non-Material Goods 

Goods may be material or non-material (i. e., personal). Materia/ goods consist 
of useful material things and of all rights to hold or use, or derive benefits from material 
thing. They include physical gifts of Nature, land and water, air and climate ; the 
products of agriculture, mining, fishing and manufacture ; buildings, machinery and 
implements ; mortgages and other bonds ; shares in companies, patent rights and 
copyrights. Material goods ate all external and can be transferred from person to 
person. 

Non^matenal or personal goods ate those intangible goods which have reference 
to a particular person. They may be (i) internal or («) external. Personal qualities and 
faculties of a man such as business ability, professional skill or the faculty of deriving 
recreation from reading and music, all these lie within himself and are called internal. 
The second class of non-material goods are called external because they consist of 
relation beneficial to him with other people. The chief instances of such relations 
beneficial to their owner are to be found in the goodwill and business connection of 
traders and professional men.® 


‘Moreland, Of. Cit,, p. is. 

•Prol. Pierson observes, "ffhether we can regard things ns represeiilng gojJs lor ns or not dnpends 
not only upon their own qualities, but also upon the extent ol out knowledge, the stage ol civilisation 
to which we have attained, the climate in which we live, our trades or occupations, the peculiarities 
ol our tastes and even upon oat age or the ages o! those for who n we have to provide."— Pierson Of, 
Ctf,,p,47. 

‘Marshall, PrimifHi 0 / ieonomiis, pp. Si-ss, 
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Translerablc and Non-translcrabie Goods 

Another point of view from which goods can be classified is their tr.msferable 
or non-transferable character. Transferable goods are those goods whose ownership 
can be transferred or changed. Books, pencils, buildings, good-will and the numerous 
other commodities of trade can be sold and belong to this class. Transferable things 
are not necessarily ttansportable ; for instance, a house is ttansfcrablc but not trans- 
portable. There arc, however, certain desirable things which cannot be so transferred. 
Among the non-transferable goods are to be included a person’s qualities and faculties 
for action and enjoyment (i. e., his internal goods) : also such crt of business con- 
nections as depends upon personal trust in him and cannot be tran-ferreJ ; also the 
advantages of climate, light, air, etc. 

Marshall'^ Classltication «t Goods 

The classification of goods from the point of view of material and non mitctial 
nature and their transferable and non-transferable character may be conveniently 
combined into one. Marshall has given the following classification from this point of 
view : 


GOODS 


Noh-tnateriat ot 
(Personal) 


Material ot 
(impersonal) 


Internal 

1 

External 


External 

1 


1 

1 


r 


Nontranslerable 

Non-liansleraWe 

Ttansietable 

Non-translcr- 

Transferable 

- (shill ol a 

able (sunshine) 

(pencil boohs) 

muiician) (t) 

(Business connections 
doe to personal 
relations) (2) 

(Goodwill) (8) 

(4) 

(5) 


(It should be noted that material goods ate always external ; internal personal 
goods ate absolutely non-ttansfetable.) ' 

Consonptlon and Production Goods 

Goods which ate consumed for the direct satisfaction of human wants are called 
consumption goods. The food we eat and the clothes we wear, the books we read and 
the house we live in, are all consumption goods. The goods which are used for futthei 
production of wealth are known as production goods. They produce things which may 
be used for consumption later ; thus they satisfy human wants indirectly. The seeds 
sown in the fields and the raw materials used in a factory are the examples of production 
goods.' 

Free (or Unappropriated) and Economic (or Appropriated) Goods 

Some goods are so plentiful that they can be obtained without any payment ; that 


tGoods may be divided Into (I) those which arc wanted lot themselves and so yield 
atlllty directly and (2) those which are not wanted lor themselvei and so yield ulllily only Indirectly. 
01 the iitsi class are clothes, .larnitare, food, and so iorth. 01 the second class ate machines, laclotiesand 
all Instramental goods as they may be called. The goods ot the second class MadIrecI goods) derive Ilicir 
olility from the utility of the goods) oi the first class (direct goods) which they aid us in procuring— Chapnin, 
Slenants o/ Bmitomles, p.S. 
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is, they ate free. Water, sunshine, air and heat ate some of the examples. Free goods 
ate not the result of human effort or sacrifice. Nature provides them in plenty for the 
use of human beings. That is why they are also called ‘gratuitous goods' or ‘Natural 
goods’. Free goods are unappropriated in the sense that they ate not thei private property 
of (or they do not belong to) any particular individual or individuak. Such goods have 
utility but not value. 

There ate, however, other goods which ate limited in supply and which can be 
obtained only on payment. Books, pencils, houses, clothes and cycles ate all econo^ 
itiic goods. All the goods that are bought and sold come under this class. They ate 
the results of human effort or sacrifice and are not the free gifts of Nature. Economic 
goods ate appropriated goods in the sense that they belong to particular individuals. 
Such goods possess not only utility but also value. Economics' is concerned with econo- 
mic goods and not with free goods. 

The land in its original state was a free gift of Nature. But in old and thickly 
populated countries of today, it has ceased to be a free good, Wood is still free in 
some Brazilian forests. The fish of the sea are generally free but some sea 
fisheries are jealously guarded for the exclusive use of the members of a particular 
nation. But wheat grown on free land and fish that have been acquired from free fisheries 
are not free, for they have been acquired by labour and are consequently sold for money. 

§3- WEALTH 


Meaning 

Wealth may be briefly defined as consisting of all the goods that have value.^ 
Since such goods are known as economic goods 'wealth' and 'economic goods' have the 
same meaning. All the commodities which are bought and sold are wealth ; those 
articles which are not bought and sold are definitely excluded from the category of 
wealth though they might possess immense utility. Air, light and heat have considerable 
utility ; but since they have no value and are not bought and sold, they are not wealth.® 
Wealth consists of all those articles which are exchangeable. 

Gbaracteristics oi v/ealtb 

An article can have value and be called wealth only if it possesses three principal 
attributes, namely, utility, appropriability and scarcity. 

(1) Utility. An article can have value only if it is capable of satisfying some 
human want; i.-e;; if it has utility. If a commodity cannot satisfy any want whatsoever 
of an individual, he will not cate to spend money for acquiring it. In other words, 
it will have no value. Without utility, no article can become wealth. 

(2) Appropriability or Transferability. In order to be classed as wealth an- article 
must be appropriable, that is, it must be capable of being made the property of some- 
body. That nobody will spend money or do some sacrifice for the acquisition of an 
object which he cannot call his own, is simple commonsense. Appropriability, as such, 
is an essential attribute of wealth. It implies transferability. Only transferable goods 
can have value and can become wealth. No man will cate to pay a price for the moon, 
sun and stars since they cannot be transferred to him. Things like air and sunshine 
possess great utility and yet are not counted as wealth. They fail in the second point 


a|f an article possesses only utility, it is called a gosd. If it also possesses value, it is aalltd mitomic 
good or aeaUh. 

’The term 'wealth' is made to mean different thliigsbydifferenleco.iouists. For an, interesting account, 
See ]. K. Mehta, Qnimdmrli of Boonomios, Ch. U 
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of licSnition, they are supplied freely by nature to each and all, and are not ccpable of 
being appropriated and exchanged.* 

(3) 5cnrcttj'. Xo article can have value unless it is limited in supply, i.e.. itis 
scarce. Scarcity signihes the excess of demand over supply. If a thing is so plentiful 
that i»t supply exceeds the demand for it, it can be obtained without any payment : it 
will have no value and will not be classed as wealth. 

To sum wp, rtii arlitv CB'! liave value onb: '4 it has utility, is sca'ce .-inti fan I'c 
approfiriaterl. Since wealth censists of those foods which have vaitio, tilifity, .srnsrilv ami 
aoproonahilitf may well be called attributes of weaitkb'’ 

Marshall's Conception ol Wealth 

.According to Marshall, wealth consists of two classes of goods : 

(1) Those material goods to which a person has private fights of property and 
which are, therefore, transferable and exchangeable. Thest, it viill be remembered, 
will include not only such things as land and houses, furniture and machinery, but also 
shares in companies, debentures, etc. 

(2) Those immaterial foods which belong to him, are external to him and setve 
directly as the means of enabling him to acquire material goods. Thus it excludes all 
personal qualities and faculties, even those which enable hint to earn his living ; because 
they are internal. Wealth is thus used in the sense of economic goods. 

If you turn to the chart given on page 67 above, you will find that only third and 
fifth classes of giods come under wealth. 

Husbln’s View 

, Ruskin was a valiant critic of the material nature of Economics as was the case 
in his times. The material definition of wealth, namely, that it consists of all the 
■desirable things that have value, did not agree with him. According to him, “There is 
no wealth but life ; Life including all its powers of love of joy and admiration.” 
Happiness, capacity to love and ability to admire things of art, were, in his opinion, 
real wealth. 

Let us examine Ruskin’s contention. The qualities mentioned by him are certainly 
desirable ; hence they are goods. But since they have no value, though they have a high 
degree of utility, they cannot be regarded as economic goods or wealth. As such the 
use of the word wealth in the above quotation is wrong. 

What Ruskin really meant was that economists should change their definition 
of wealth so as to include in it the qualities mentioned by him. But we cannot do this 
since these qualities cannot be measured by the measuring tod of economists, namely, 
money ; and what cannot be thus measured, has pet force, to be excluded from out scope. 

However, the nature of Economics has much changed since Ruskin wrote. 
Welfare, normative concepts, ethical problems and other like topics ate now discussed 
by economists. Had Ruskin been alive today, he would not have probably made this 
criticism, at least not so bitterly . 


Elements p/ Poh'ftcffI Economy, p. 3* 

^'^^eaUh should be distinguished Irom Capital and income, Cspital 1$ that part of wealth which is 
used for further production, income is a oeriodlcal How from capital. '*The capital of anindividwa! ore 
community is an amount of wealth in existence of apatUcolar moment. The income of an individual ora 
community is an amount of wealth obtained during a spedUed period. Capital Is being constantly coryerted 
Into income and income into capital, but capital, under aU times aid conditions, is measured as a quantity 
while fpcom? is more properly measure] ai a rate Capital Is a stntie conception independent of time; 
income is a dynamic conception involving time element.'* 

7 
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ClasslIlcatloD of Wealth 

Wealth may be classified into, (0 personal wealth, (It) collective wealth, (»ii) 
national wealth and (it') international wealth. 

(i) Personal or Private Wealth, Personal wealth is the wealth which belongs 
to a certain person. The above conception of wealth as given by Marshall is that of 
personal wealth. It includes those economic goods which belong to him and which he 
can sell. Associations of persons, companies and clubs, etc,, are usually counted as 
individuals and the wealth belonging to them as personal wealth.^’ 

(it) Collective or Communal Wealth. The wealth owned by Municipal Boards 
or Provincial and Central Governments is known as collective or communal or social 
wealth. Public libraries, public parks, roads and harbours are good examples of 
collective wealth. Municipal and Government bodies represent the community and 
the wealth owned by them may be regarded as wealth collectively owned by the citizens ; 
hence the name communal or collective wealth. 

(ifi) National Wealth. The term national wealth is still wider and includes the 
following items 

(1) Personal Wealth of all the members of the nation. 

(2) Collective wealth of the nation. 

(3) Natural advantages possessed by a country, e. g., climate, geographical position 

and mineral resources ; and 

(4) Non-material elements like characteristics of the members of the nation, and 

goodwill and reputation of the country. 

Students may raise an objection ; How can natural advantages and non-material 
elements (in 3 and 4 above) be regarded as wealth, since they cannot be bought and sold ? 
This objection is plausible, but it is met by suggesting that the term wealth is used here 
in a broad sense. 

{iv) Cosmopolitan or International Wealth, Cosmopolitan wealth includes 
the wealth belonging to all the nations of the world plus the wealth shared by all of 
them in common, as for example, oceans, scientific knowledge, mechanical inventions etc. 

The following diagram illustrates the above classification of wealth ; 



Fig. 7. Explaining the clnssilication ot wealth. 

(Note ; National wealth includes individual wealth and collective wealth.) 


k ** 1 ?® owes to others may be regarded as his nigative watUh and they 

niBst be sablracted (tom his gross possessions to arriye at his true psf wtaHlf, ’ 



BASfC TBHHS 


5l 


is PsrsoDsI Skill Wealth 7 

Personal skill should or should not be considered as wealth, is a question which 
'^“7 often confuses students. Let us take the case of a surgeon’s skill and decide 
whether it should be counted as the wealth of the surgeon or not. Now, this skill is 
not tran^erable, although the service which it can tender is, of course, transferable. 
Hence this personal skill is not wealth, though the service it gives rise to is wealth. 
Everybody attaches great value to sunshine ; but still sunshine does notjossess value 
in an economic sense -it cannot be bought and sold, and consequently it is not called 
wealth. The same reasoning applies to personal skill. 

But the surgeon himself attaches high value to it, and may, in fact, guard against 
its loss by insuring his hands ot eye.sight. Such skill is, therefore, regarded by some 
economists as personal wealth. But strictly speaking this reasoning is fallacious. 

Similar reasoning applies to.the skill of an engineer, the melodious voice of a 
songstress, the strength of a wrestler and the nimble fingers of an embroidery worker.* 

T£sr QUESTIONS 

1, ^hatdoyoa mtaabynilKj? Oiscass lolly. 

2. Deline valoe and price. DisHnsul sh belween va lue-in-nse and valoe-in-exchange. 

S. 'IThaldoyou mean by goods? '{{'hat is the meaning ol 'economic goods' 7 Give MatshalTs classU 
flcatlon of goods. 

4. Give the various classes ol goods. 

5. 'What do you mean by wealth. 'Whatareifseharaclerislics? 

e. Give a classllicatian of wealth. 

7. Arc slaves wealth ? ? 'Will the abolition ol slaveiy prevalent in a connlty diminish wealth ? 

8. Most goods alter being sold to consumers can be resold only at a lower price : they are "second 
hand." Does the fall In selling value indicate a decline In the wealth of the community ? 

EXAMINATION QUESTIONS 


U. P. Inter. Arts 

1. Distinguish between individual and social wealth and state what do you mean by 'economic goods'. 

(U.P., W2J1 


ttnipUlrma Inter. Arts 

1. Deiine wealth. Discuss whehther or not the lollowlng come under your dcllnition r (o) natural 
resources of a country, (6) sunshine, (e) a musical voice, (d) B. A. degree, lo) copyright. Give reasons. 

. ' (Raiputana, 1988) 

2. Explain Clearly the meaning which is attached to the word 'Wealth, in Economics. II you were 
asked to calculate the wealth ol India, what items would you take Into account in your computation ? 

(Raiputana, 1931) 


Rajpnhna 1, Com. Exam. 

I. Deline wealth, and lolly explain the notion ol wealth as it Is understood In Economics, (1941) 


■"The term 'Personal wealth' has been apolled lo disling ulsh this but al hough 5 ‘ 

noted yet the use ol the word wealth without an adjective lo qualify it is generally held to '"'J"'*' °"'7 
thin“s eSetnal to the individual and to exclude his personal energies and abilities. Hali, moments o/ 

MUIeist Sammy. , . j-. 

[tThese are reflective questions.! They ate InteresHng 
They can be answered only alter the subject has been properly and thoroughly grasped,) 
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Other Examinatian Queitions v 

1 . Deline wealth and attempf ils classilicalian from dllfeient points of view. (Piinjab, 1930) 

2. "There is no wealth but life. Life including all its powers of love of ioy and of admiration.” 

— RusWn 

Do you agree with Ruskin's definition of Wealth? Distinguish between Wealth, C apitnl and Income. 

(Delhi, 1933) 

3. "Utility and scarcity, and these alone ate necessary to give things value." Comment on this Etatc- 
inent. (Delhi, 1929) 

4. Ate the lollowing wealth:— ■ 

(fl) Good health. 

(h) A picture which nobody appreciates. 

(o) The services of a doctor who fails to cute the patient ? 

Give reasons lor your answer in each case. (Bombay Com. . 19.39) 



BOOK 11 _ CHAPTERS 10-22 

CONSUMPTION 

The chief interest of Political Economy to the ordinary readers, its chief value 
to the student of history, must be in the explanation it affords of the 
advance of the decline in the productive power of nations and 
communities ; and it is only in the consumption of wealth 
that we find the reasons for the rise of some and 
the fall of others, from age to age. 

-F. A. Walker 


[CflAPTERS : 10. Meanini attd Importance of Consvmpiion. 11, Wartts. 12. Classi- 
fication of Wants. 13. The Laui of Diminishing Utility. 14. Marginal and Total Utility. 
15. The Law of Eqid-marginal Utility. 16. Consumer’s Surplus. 17. The Standard of 
Living. 18, Family Budgets 10. Practical Work on Family Budgets, 20. Income, Spend- 
ing and Samg. SI. Social Aspect of Spending 22. Luxuries and Waste.] 
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MEANING 'AND IMPORTANCE OF CONSUMPTION 

The consumption ol wenith i>. in Ils only iniportant iotm, a phenomenon which cannot be scpniatcd 
fiom the prodnctlon of wcalth.-CJarWiaa 

§ 1. MEANING OF CONSUMPTION 

Human beings feel numerous wants which press for satisfaction with varying 
intensity. Some v/ants are primary and, therefore, very urgent, like the want for food, 
clothes and shelter ; while there ate other wants which are not so urgent, as for example 
the want for joy-rides and costly- dresses. Whatever the nature of wants, they come 
iip for satisfaction, sooner or later. Men satisfy these wants by the use of wealth. 
When they are hungry, they appease their hunger fay taking food ; when thirsty, they 
quench their thirst by drinking water or orange syrup. The application of wealth for 
the direct satisfaction of wants is knoim as consumption. ■ ■ ■ 

Wealth, it may be emphasised, may be applied for the satisfaction of wants 
directly or indirectly. If you are thirsty and drink a glass of water, or if you are hungry 
and take a few biscuits, you satisfy your wants directly; the application of wealth 
in these cases will be called consumption. But when you sow seeds in the field and 
burn coal in thh factory, wealth is used for the satisfaction of wants only ultimately ; 
immediately it is applied for the production of agricultural stuffs and manufactured 
articles. In such cases, then, the commodities used lead up to the satisfaction of wants 
only-inoirectiji. Such indirect use of wealth for the satisfaction of wants is known as 
production and not consumption. 

_ A pertinent question may be askied at this stage : What happens of an article 
when it is consumed ? When you eat a biscuit, what happens of it ? A layman may 
probably say that it is destroyed. But scientists tell us that matter is indestructible ; 
hence the above answer is not correct. When we eat a biscuit, it is not destroyed but 
is simply converted into blood and foreign matter— it is disarranged and loses its utility 
as a biscuit. It is the utility of the biscuit which is destroyed and not the biscuit itself. 
We can, therefore, define consumption as tJia destruction of utilities for the direct 
satisfaction of human -..■•anfs. (The reader must not make the wrong statement that 
consumption means the destruction of matter ; it refers to the destruction of utility.) 

Marshall regards consumptions as negative production. Just as the production 
of material products, says he, is really nothing mote than a rearrangement of matter 
which gives it new utilities ; so the consumption of them is nothing more than a dis- 
arrangement of matter, which lessens or destroys its utilities.^ 

From the above definition it is clear that the scope of the term “consumption” 
is fairly wide. The actual eating of a thing is, of course, consumption ; but the 
wearing of clothes, the riding of a horse, the reading of books, the writii^ on a piece 
of paper, the ringing of a bell, are also acts of consumption, since utility is destroyed 
or lessened in each of these cases. Very often when a man is said to consume things 
he does nothing more than to hold them, for his use, while, as Senior says, they "are 
destroyed by those numerous gradual agents which we call collectively time.® Pictures 

>Mtn do not consume matter, but only ntlllie ; that is to say, the amount of matter present In the world 
Is not dlmlnisheJ by the act of consumotloa. but some of it is no longer capable of satisfying a particular wart, 
r-rMoreland* An IntroJiutlon to Bconottht, p* 20. 

*MiishaII, of Seottomtaf, 



56 


IKTEODUOTION TO ECONOMICS 


and curtains may thus be consumed by the passage or efEuxion of time, even without 
being touched by their consumers. 

Otber Meantogs ol the Term ‘GonsamptioD’ 

The word "consumption" is a word of daily usage and conveys several senses. 
In ordinary talk, 'consumption' is sometimes used in the narrow sense of eating ; and 
at others, in the wider sense of destruction. Again, in the science of medicines, con- 
sumption is another name for tuberculosis. The sense in which this term is used in 
Economics is easily distinguishable from its foregoing conceptions. Consumption, in the 
economic sense, is much wider than mete eating. It also differs from destruction in a 
basic sense. When an article is 'destroyed' it does not satisfy a want ; while ‘consump- 
tion’ always involves the satisfaction. of some want or the other. If a coat is ‘destroyed’ 
by fire, it does not satisfy human want during the course of its destruction ; but if it 
is consumed’ by constant wearing, it satisfies a vital human want for clothing. More- 
over, the expression ‘destruction of goods’ is open to objection inasmuch as matter 
cannot be destroyed, the teim ‘consumption’ has no such drawback. Finally, consump- 
tion in economic sense has nothing to do with tuberculosis. 

CoDsumptioo as a CivlsioD ol Economics 

We have explained above the act of consumption in the economic sense. Con- 
sumption is also a department of Economics, and should be distinguished from the act 
of consumption. In the department of Economics known as Consumption, we study 
wants, their origin and satisfaction, the laws governing their satisfaction etc. The 
drpattment of Consumption centres round the act of consumption. 

Kinds ol Consumption 

(1) Slow and Quick Consumption. The act of consumption may be slo'.V or quick. 
When you drink a glass of water, the act of consumption comes to a speedy end, and 
is quick. But when you purchase a new shirt, you wear it for months together before 
its utility is completely destroyed. The extraction of satisfaction out' of a shirt is 
diffused over a long time. The act of consumption in this case is continued and slow. 

Articles subject to quick consumption are known as perishable goods. Water, 
mangoes, apples, fish and such other articles are perishable goods. Their utility is 
destroyed in the very first act of their consumption. The articles subject to slow 
consumptions are known as durable goods. The house, the typewriting machine, the 
book, the cloth, the electric bulb, are all durable goods. They yield repeated satis- 
faction. 

(2) Productive and Final Consumption, Some older economists divided con- 
sumption into productive consumption and final consumption. The application of goods 
for the creation of utilities (i.e., for production) is called by them productive consumption. 
Productive consumption in this sense leads to indirect satisfaction of wants. The 
application of wealth for the direct satisfaction of wants is called by them final consump- 
tion. If some bricks ate used in the construction of a factory meant for producing 
certain articles, their consumption will be called productive consumption. But if they 
are used in the construction of a residential house, their consumption will be final 
consumption. 

Modern economist have, however, given up the use of these two terms. They 
define the term consumption in the sense in which we' have defined it. namely, the 
application of wealth for the direct satisfaction of wants. The so-called productive 
consumption, i. e., the application of wealth for indirect satisfaction of wants, is, in 
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their opinion, not consumption at all ; strictly speaking it is production. 
5 a term which is now restricted to the so-cailed final^consumption.^ 


Consumption 


§ 2, IMPORTANCE OP CONSUMPTION 

Consumption Is a New Sublect 

Consumption as a separate subject was born only a few decades ago. Early 
economists did not study consumption and rarely made it a department of Economics. 
Kicatdo, Mill and other old economists centred their attention on production which, 
in tiicit opinion, was the most important department of Economics, and neglected 
consumption which they thought, was the concern of private individuals.* It was left 
to Marshall to detect this mistake of omission on the part of his predecessors and to 
lay emphasis on the importance and utility of the study of consumption, so much so 
that It IS now regarded as the key-note of Economics. 

... Earlier economists neglected the study of consumption not merely because they 
did not want to write anything on it but because they could not do so for two very 
P®'*^'hent reasons. Firstly, their study of wants and the allied topics was not thorough 
and they could not, therefore, make a full study of consumption. Secondly, the 
relationship between the consumption of wealth and welfare was not much appreciated 
in the days gone by, and under such circumstances consumption could not come to the 
totefront. As time tolled on, the scientific study of such psychological phenomena 
as wants and satisfaction ripened, and the relationship of welfare with consumption 
became prominent, while the growth of humanitarian spirit led to a comprehensive 
and penetrating inquiry into the causes of welfare. The result was that consumption 
began to be studied. And today it is considered to be the most impottant department 
of Economics. Indeed, some economists seriously think that consumption has been 
given a disproportionately large importance. 

Importance ol Goasamption in Economics 

Consumption now occupies a very impottant place in the science of Economics. 
is, in fact, the beginning atd end of Economics, Human beings undertake economic 
activities merely because they have wants which call for satisfaction. .It is the existence 
of wants and need of their satisfaction which lead to economic effotts. Human wskits 
constitute the mainspring which sets all the economic forces to work. Consumpiion 
is, as such, the starting point in Economics. Again, all economic activities are under- 
gone with one ultimate purpose, namely, the satisfaction of wants. The production, 
exchange and distribution of wealth have only this one final aim. Consumption may, 
as such, be also considered to be the end of Economics. It is that significant point 
from which the circle of economic activities makes a start and at which it teaches 
completeness. Consumption is, therefore, rightly regarded as the goal of economic 
activities as well as their starting point. 

Again, the national Wfare and prosperity ate very much dependent on the 
nature of the consumption of the inhabitants. Other things remaining the same, the 
more voluminous the consumption, the greater is the prosperity. But the com- 
position of the articles consumed is a very impottant matter. If the articles 


aUieieisalso what Riedel calls "Immalerial consairplion" as when a utRily disappears, either 
because the want ilsell to which it minlslets disappears or because the views have changed as to the means 
to be employed towards its satislactlon. 

•■I cannot but deem it a subject of much regret that the fascination of the mathematical treatment 
ol economic questions, and the ambition to maire Political Economy an exact science, should have led to the 
ptacllcal excision of the whole department ol Consumption,— Walltet, PalifiMl Bcounmy. 

8 
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are wisely selected and are healthful, Ae progress of the individuals and the country 
is certain. But in the absence of wise expenditure, no amount of richness can bring 
the real happiness and progress. It is easy to earn money than to spend it properly. 
The study of consumption is, as such, pregnant with great possibilities. 

Production vs. Consumption 

Since consumption is the beginning of Economics, it is described before pro- 
duction in almost all the modem books on Economics. Some old economists gave the 
first place to Production ; because, they said, no consumption is possible unless wealth 
is produced ; and production should, theiefote, be treated first. But this is a weak 
argument and can be met by a counter-argument that wealth is produced for consumption 
and no wealth will be produced if it will not be consumed. Hence consumption should 
be treated prior to production. The fact remains that consumption is the beginning 
and end of Economics and should, therefore, have the priority of treatment. 

Procticul Advantages of the Study of Consumption. 

Consumption is important not only in theory but also in practice, which can 
best be illustrated by a few examples. 

Its Importance to Statesmen. Statesmen, who are engaged in practical problems, 
very well realize the importance of consumption. Efficiency in the production, exchange 
and distribution of wealth will not achieve anything unless the consumption of wealth 
is such that the efficiency of labourers cati be maintained. Again, the statesmen have 
to see that citizens spend their money wisely. Prosperity depends not so much upon 
opulence as upon its proper use. The proper expenditure of money is more difficult 
than its earning. A man may produce considerable wealth and may be very rich j 
but if he does not know the proper use of wealth, his richness is of no use. Suppose 
a man earns Rs. 100 per month and spends it very wisely and proportionately on the 
various heads of expenditure ; while there is another man who earns Rs. 200 per month, 
but who is addicted to drinking, cinema-going and such other habits, with the result 
that a proportionately large share of his income is spent on harmful objects and very 
little is obviously left to take cate of his necessary requirements. On comparing the 
lives of both these men, we unmistakably find that the life of the first man is better 
than that of the second, because the latter does not know the secret of wise expenditure. 
By his habits, a bad consumer may injure not only himself but also others since bad 
habits ate very infectious. Considerations such as these have unfailing bearing on 
the social life of the State. Governments have now become alive to the fact that if 
they want to make theit subjects happy and flourishing, they must see that their 
expenditure is wise. The policy of prohibition of using intoxicating liquors and 
drugs and the entertainment tax on cinema shows and other like actions, have this 
end in view. Indeed, one will be half a statesman if he neglects the consumption side 
of the social life of his country. 

Its Importance to Businessmen. The practical utility of the study of consumption 
can be proved by showing its importance to businessmen who ate practical through 
and through. Businessmen frequently anticipate 'demand ; they have to estimate the 
extent of future consumption on the basis of the present trends of fashion 
and the past records. If theit estimate comes out correct, their profits are large. But, 
if unluckily they somehow miscalculate demand and indulge on "over-production”, 
i.e., production more than the demand, goods do not sell and much loss is incutred. 
A careful study of consumption is, thus, the foundation stone of business success. 

Its Importance to Householders. To the householder, in particular, the study of 
consumption is very profitable. This . study teaches him the principles by following 
lyhich he can achieve nvaximum benefit out of his expenditure. The knowledge of the 
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law of equi-marginal utility and of family budgets enables him to spend money wisely 
and to achieve a gain in the satisfaction of his wants. 

TEST QUESTIONS 

1. Explain the meaning oi consumption as cieatly os possible. 

2. %'hat do you understnnd by siow end quicii consumption and productive and finai consumption 7 
Do modern economists recegniee the concept of "productive consumption" 7 Discuss fuliy> 

3. Is Consumption an oid branch of economics 7 What is its importance in Economics 7 

4. "Consumption is the beginning and end of Economics." Discuss. 

5. Show the ptaclicai importance of the study of consumption. 

6. Are the fotiowing acts of consumption i 

(a) The flying of a kite ; (b) the fooking at a picture ; (o) the eating of a mango , (dj the pninfing of 
a landscape ; and (c) the polishing of shoes 7 


EXAMINATION QUESTIONS 


U.P. Board 

1. Whet exactly do yon mean by 'consumption' 7 What is the relation betwee n consumption and 
production 7 (I, A.,194t, I»7.) 

2. Cieatly explain wbal do you understand by the term 'consumption' and give examples ol the diilerent 
types oi consumption. Consumption is regarded by some' as tbe goal ot economic activity and by othrts as a 
means oi restoring energy. Which view In your opinion Is correct ? Give reasons. (I. A., 1932) 

3. Deline clearly the meaning of the term Consumption at used in Economics. What improvements 
can you suggest in the mode oi consumption of an oidinaty Indian peasant In youi own part ol the country, 
(I. A., 1931) 


Rnfpntann Board 

' 4. 'Satisfaction is the end of economic activities.' Explain this with reletence to the importance ol 
consumption as a subiect ot study in Economics. (I, A., 1931) 


Other Exaiuining Bodies 

5. is It concetto say that 'production' means piedvciion of mi Her and 'consumption' means conrump* 
tion of matter 7 If your answer is in the negative, give your own delinitions oi production nnd consumpflon 
which you think would be conect. (Puniab, I. A., 1919 ) 

IS. "Consumption has to do with spending and not with saving." Explnin and show what irenning is 
affached to the Ictm Cfniumflian in Economics. (Delhi, I. A . 1940) 



CHAPTER ii 

WANTS : THEIR DETERMINATION AND CHARACTERlstlCS 


ForaUeast hall his expendlluie an ofdinaty individual docs not Itnocr what he wants and out ol the 
other hall, lor at least a half he does not get what he wants. It is only by becoming the cicatureol habit 
and the .victim ol mimicry or stimulation that he accomplishes vtiy badly a task which is really more diliicult 
than that of earning his ircome,— CtUIcc. 


§ 1. MEANING OF WANT 

What is a "Want" 7 

"Want’’ is a word with which the reader is very well familiar. If he is asked 
to give the equivalent word for ‘want’, it will most probably be ‘desire’. In the ordinary 
language, ‘want’ and ‘desire' arc used in the same sense ; but economists draw a fine 
distinction between them. The word ‘desire’ i is used by them in the ordinary sense, 
namely, a conscious longing for a thing. But the term ‘want’ has special significance, 
Want ii.that de^m which is bached_byi the^abilitj^ and willin^nps to satisfy it. Suppose 
a'iiVaii desires to have a book fTe also 'possesses themb'ney to purcKas’e it'; while he is 
w illing to exchange the money for the book. In such a case, the desite is effective and 
will be called a ‘want’. But suppose a poor man has the desire" for a motor car, but he 
has no money to buy it. His desire is obviously ineffective, i.e., incapable of satisfac- 
tion, and cannot be called a want. Again, take the case of a miser who will be glad to 
see his little daughter wearing gold ornaments; he has enough money to purchase 
ornaments ; but he may not like to pact with money because of his greediness. In this 
case again, his desire is ineffective and cannot be called a luant.^ 

To sum up, there are three essentials of a want : (1) a desire for an article ; (2) the 
ability to satisfy it ; in other words the possession of the means of its satisfaction ; and 
(3) the willingness to spare the means for the purpose, when a desire is backed by 
ability and willingness to satisfy it, it is called 'effective desire' or 'want.' In other 
weeds, want is that effective desire, for a particular thing which expresses itself 
in the effort or sacrifice necessary to obtain it.* 

importance of Wants in Economics 

The study of wants is of great importance in Economics. Wants ate the seeds ■ 
which give rise to the tree of economic efforts.. It is the feeling of certain wants that 
calls forth economic activities. That is the reason why production, exchange and dis- 
tribution of wealth take place. When wants are satisfied, economic activities come to a 
natural conclusion. Wants, thus, constitute the point whence economic efforts begin 
and where they come to an end. 

Wants are also important since they determine the standard of living of the 
people and their productive efficiency. A man whose wants are more and better satisfied 
than the other is more efficient, other things being equal. The number and variety of 
human wants normally satisfied constitute a good index of the material prosperity 
of a country. 


‘Eifeefive desiie is also called D$tiiani. Thus wants and demanil come io have the ssme meaning. 
See in this connexion, ]. 1C. Mehta, Gnuniicoflt oj Eaotiomlai, 

“See Penion, Bmnmies «/ Bwrjdat lAje, p. 14. 
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I 2. WANTS AND EoONOMlo’ ACTIVIT;Es 

fiM ONli •! Vasts asd Aellf Ittas 

Want! and economic activities are very closely related. We have aiicad^ 
teaphadaed that wants lead to activities. Wants are the real motive force wnich set the 
entira economic mechanism into motion. The servant works because he ha^ wants to 
satisfy ; the shop-keeper maintains the shop so that he may earn monev for the satisfac 
tlon of his wants ; the lawyer argues cases, the teacner teaches students, the clerk works 
in office, the driver drives the car, with the same object, vtz.. the satisf iction of cerram 
wanci which press for satisfaction. If men cease to have wants, tt e eniire economic 
machinery will come to a stand'Still. That wants lead to activities V' a Ae.l-es: iblished 
fact which does not requite much deliberation. 

Just as wants lead to activities, similarly activities, while satisfying the wants 
which cause them, lead to the creation of fresh wants. 

In this manner, wants give rise to activities ; the latter satisfy the old w,ints but 
give riw''t» new wants; the latter again lead to new 
activities ; a\d so on. The circle of increasing wants 
and increasiic activities has an indefinite course to tun 
It has a starting point but it has no end Indeed it is 
this unending phenomenon of wants leading to activities 
and the activities leading to fresh want which has been 
the primary cause of the modern civilisation for 
civilization consists in a multiplicity of wants and the 
ability to satisfy them. 

Historical lllostratlon 

Dutitsg thaw initial abode on this planei, men early 
felt certain wants, which, they found, must he satisfied 
for keeping themselves alive, for tins purpose they 
made efforts. Wants thus led to activities 

These activities were meant to harness the forces of 
Nature in the production of wealth, in a primitive sense 
in the earlier days, but m a more imposing way later on. 
These activities could be earned on efficiently only with 
certain implements ot tools. For instance, if men wanted to kill animals for food, they 
required sharp stone weapons or arrows, they wanted to pluck fruits, they sometimes 
felt the need of some missiles or bamboo poles. They began to feel the want for these 
articles which aided them in their economic activitie.s. In this way activities led to 
the creation of fresh wants. 

There is another sense also .n which economic activities led to the creation of 
new wants. As man obtained control over Nature, he could satisfy his old wants in a 
limited time and braan to have leisure. To occupy the latter, he invented new wants, 
which called forth fresh activities. If the leisure was spent in festivities, he felt wants 
for dainty dishes snd other delicious things. If it was spent in inventing improve^ and 
imposing dress, he required cloth and other articles. Thus activities led to the creation 
of new wants. It is at this stage that the love of display and distinction springs up m 
human heart.' 



*S«ntar rcmaiks, "SliODg as ts the desire toi variety, it is weak compared with the desire for dlstmcHoi' : 
a fcclleg whitii if we consider Its imlvctiality and Us constancy, that It aflecis all men and at all limes, that i: 
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Speaking broadly, therefore, althocgh it is man’s wants in the earliest stage of 
his development that give rise to his activities, yet afterwards each new step upwards 
is to be regarded rather as the development of new activities giving rise to new wants 
than that of new wants giving rise to new activities.'* 

This is the way in which wants and activities act and react on one another in a 
never-ending fashion. And the circle of wants and activities, which is the life-blood 
of economic progress, never comes to an end. 


§ 3. DETERMINATION OF WANTS 


Factors Goveroing Wants 

The nature and intensity of human wants depend upon several factors, the chief 
of which ate physical, physiological, ethical, social and habitual or customary. 

(1) Physical Factors. Physical factors determine' the character and the extent 
of wants to a considerable degree. The people of a cold country like England have to 
use woollen clothes all the year round and also to take some intoxicants to keep them 
active, but in. a warm country like India, we requite woollen clothes only during the 
winter, and light cotton clothes during the summer, while intoxicants arc not only 
unnecessary but actually harmful to the constitutibn. 

(2) Physiological Factors. In order to keep ourselves physically fit we have to 
take a diet which may supply all the elements like proteins and vitamins which are 
necessary for health and vitality. If a man is thin, milk may probably be useful 
to him ; but it will be injurious to a fat man because it will make him fatter still. 

(3j Ethical Factors. The ethical and religious view-point lends its colour to 
the wants of a person. The nature of ethical ideals of a man and the degree of import- 
ance he attaches to them, determine his wants to a fairly large degree. If a man 
believes in the simplicity of life as an important associate of spiritual development, 
his wants may be very few and simple. But if, on the other hand, he considers the 
satisfaction of a large number of wants as the mark of progress, his wants will be numer- 
ous and complex. 

(4) Social Factors. The wants of a person are determined not only by physical, 
physiological and ethical considerations, but also by the stage of general progress of 
society. The society, for instance, has set rules for the disposal of a dead' body or 
for the performance of marriage. Members of the society instinctively respect such 
social rules and allow their wants to be moulded and fashioned by them almost uncon- 
sciously. The offer of pan and smoke to visitors, the burning of dead body among 
the Hindus and its burying among the Muslims, and such other things are all set by 
social rules. The dictates of society ate governed by the stage of progress attained by 
it. The social commandments of a primitive society ate elementary and sometimes 
without reason j the dictates of an advanced society are refined and are based on reason. 

(5) Economic Factors. Wants are largely determined by one’s richness or 
poverty. A poor man has few and simple wants. He may satisfy those wants which 
support life, but he rarely gets an opportunity of enjoying comfortable and luxurious 
articles. This is not the case with the rich who allow their wants to multiply freely, 
with the result that their wants are numerous and mostly of comfortable and luxurious 


comes wllti as from the cradle and never leaves os till we go Into the grave, may be pronounced to be the most 
powetfulot human passions.” This great halMrulh, comments Marshall, is well illustrafed by a comparison 
oi the desire lor choice and various food with that lor choice and various dress—Marshall, Bconomio of 
Induttff, pp. S6-57, 

^Marshall, Ibid. 
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nature. It is due to the poverty of an Indian that his wants are so few and to the 
richness of an American that his wants are so numerous. 

(6) Halits, Customs and Fashion. Personal habits of a man and the prevailing 
fashion have a great determining influence on wants. It is a fact which students will 
verify from their own experience that a man who has done a thing in a particular way 
tends to follow the line of least resistance and goes on doing it in the same way ; and 
the more often he repeats the same, the less disposed he becomes towards change.’ The 
influence of personal habits on one's wants can, therefore, be clearly realized. Again, it 
is also a fact, borne out by experience, that a man who has to do a thing for the first 
time tends to do it in the same way as he sees his neighbours doing it. Thus a man 
who lives entirely alone will develop habits or customs and all the ordinary action of 
his life in his own ways, for instance, of preparing and taking food, of the cut of his 
clothings and of wearing them, etc. But as a rule man does not live alone and in 
ordinary life he follows the customs and habits of the people among whom he lives 
and has his being. Many of our habits ate formed while we are still young. Wt 
do things in the way we see out relations and friends doing them. And as 
we grow in years and discretion, we acquire fresh habits from those with whom 
we generally come in contact. A student on entering college, tries to copy the way 
of living of some of his teachers and other students ; a young man entering an 
office as a clerk does what the other clerks do ; and the same thing is true in all 
occupations. 

Wants ol an Indian Labonrer 

A few illustrations may well be given at this stage. First let us take the wants 
of an Indian labourer. His wants are determined not so much by reason as by social 
factors and the habits, customs and fashion. The food that he takes is the one to 
which he is used from his birth. Any fundamental change in it is very displeasing to 
him. If he is a Bengali, he must have rice; if an upcountry man, he must have 
chapaties. So far as shelter is concerned, conditions are largely out of his control. 
He lives in ditty, insanitary, over-crowded and congested quarters. _ He cannot held 
it because of his poverty. Even where he can improve the conditions he fails to do 
them partly because he is habituated to that sort of living and partly because he does 
not want to lose the company of his old friends and acquaintances. His clothing is 
largely governed by habits and traditions. He very often wears the same types of 
clothes which his fore-fathets used to do. But the element of fashion makes its influence 
felt in this respect and a change in the type of clothes he wears is visible. 

Wants o! a College Student 

Let us now examine the factors which determine the 'wants of a college student. 
Here the elements of fashion and habit play the most important role. 'When a student 
newly comes to the college, he takes to the use of fountain-pen, tooth paste and such 
other things, mainly because they are in fashion. Cinema-going may begin as a fashion, 
but it soon becomes a habit and cannot be easily got rid off. It is a matter of your 
observation that those of your friends who do not follow the current fashion and con- 
tinue the primitive way of living are called by such names as Buddhu and Shtharpari ; 
while those who are vety particular about their dress and appearance are supposed to 
be showy, vain and dandles. It becomes almost obligatory to a newly-admitted 
college student to mould his dress, food and other walks of life according to the current 
standard. 


‘Moreland, Of, Cif, 
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INTBODDCTION TO ECONOMICS 


§ 4. CHABACTERI6TICS OF WANTS AND THE LAWS BASED UPON THEM 

V; 

Human wants ate numerous and of different kinds. They differ from country 
to country and from place to place in the same country. Nevertheless, they possess 
certain common characteristics on which important laws of Economics ate based. They 
are discussed below : 

(1) Wants in General are Unlimited. Human wants multiply endlessly. As soon 
as one want is satisfied, another want begins to be felt. Man is thus spurred on to 
pursue an end which is ever vanishing before him. At present you may feel the want 
of a fountain,pen ; but if you purchase it, you may next begin to feel the want of a 
hat or a book, of which you had little idea before. Take the case of a poor man who 
is starving. If he is given very coarse food, consisting of millets and pulses, he will be 
well satisfied with it. But if he is sure of getting these things, he will begin to requite 
better kind of food, for example, rice, chapaties, vegetables and ghee. Then he will 
like the food to be better served ; he will require metal dishes and wares instead of 
the earthen vessels which at first satisfied him. His wants .vill, thus, go on increasing 
limitlessly. 

The progress of society has been simultaneous with an increase in the quantity 
and quality of human wants. The primitive barbarian had very few wants which 
were of a simple nature. With an increase of knowledge men began to feel new wants, 
the satisfaction of which was followed by still newer wants. It was this process of 
endless multiplication of wants which led up to the material civilisation of today. 
Wants ate increasing constantly with wider diffusion of knowledge, improvements in 
the means of transport and communication and growth of trade. Upon this simple 
fact is based the Law of Progress, which states that material progress and increase of 
wants go hand in hand. 

(2) Each Particular Want can be Fully Satisfied. Though wants in general are 
unlimited, any particular want has its limit. The want for a fruit or a book can be 
satisfied by consuming the desired fruit or book. Every individual want is capable of 
coniplete satisfaction. A want is satisfied slowly and gradually till its full satiety is 
achieved. Suppose you ate hungry. After taking first chapati, your want is partially 
satisfied and you requite the second chapati less urgently. This process of decreasing 
urgency of wants (or diminishing utility of commodities) goes on till your want is com- 
pletely satisfied, and the next chapati has no utility to you. Upon this characteristic of • 
wants is based the important Law of Diminishing Utility which states that, other things 
being equal, the utility of each successive unit of a commodity decreases to a person as 
the stock of that commodity increases. 

(3) Wants are Recurrent. Though each want can be completely satisfied at any 
particular time, it may be felt again after some time. For instance, you may eat bread 
during the midday when you feel hungry ; and for the time being your want will be 
satisfied. But you will again feel hungry in the evening and will want food. Wants 
are thus recurrent. 

(4) Warrts are Competitive. Wants in general compete with each other. If a man 
has otie rupee in his pocket, he may go to a cinema-show, or purchase a book, or give 
himself up to the pleasure of a sumptuous dinner, or spend it on joy-rides. All these 
wants compete with each other in the priority of satisfacti on.® 

°Scnie test-book wtitets Illustrate the compethiTe character of wants by stating an example like this. 

Is a man wants something to coter his feet, he mar purchase either a pair ot shoes or ofiir^Jioft : shoes and 
ahappols thus compete with each other. This example does not appear to be very sound. Shoes and 
ohttppals seek to satisfy one and the saire want, vlx., the want lor a cover to the feet. If they compete among 
themselves, it means that articles seeking to satisfy one and the same want compete among themselves. Ills 
wrong to conclude from such examples that wants compete among themselves, since only one want is taker; 
into consideration. ' ' 
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amusements, it is notorious that one fad follows another, bicycle-riding giving place to 
golf, and golf— for those who can afford it— to motoring." 

(10) Knomledge Increases Wants, The tendency of wants to increase is universal ; 
hut the rate at which they multiply depends upon the rate of the spread of knowledge. 
In an Indian village, lying remote from the railway station, new wants arise slowly 
and in some cases they lie in a dormant stage ; that is, the villagers do not feel conscious 
of any unsatisfied wants. But in the towns this is not so, because knowledge and 
information spread quickly there, while they spread very slowly in villages. As 
knowledge increases, people learn new means of satisfying their wants and the desire 
to obta in satisfaction of these wants becomes intense. Before the invention 
of motor cars, wealthy people were satisfied with horses and carriages ; but when the 
motor cats were invented and a few of them were brought to India, people soon felt 
attracted towards them and began to feel actual want for them.^" 

This example illustrates how new wants arise from increased knowledge. In out 
country knowledge is steadily increasing through education and through the extension 
of trade and travel. It is not likely, therefore, that in neat future the progress of 
India will be so rapid as to lead to a condition in which the larger proportion of the 
people will have their wants completely satisfied, than it is the case at present. On 
the contrary, we should expect that though people might be able to satisfy increasing 
number of wants, new wants will arise more and more quickly so that there will always 
remain some unsatisfied wants. 

Some Alleged Exceptions 

Certain exceptions to the above characteristics of wants are pointed out. They 
are, as a matter of fact, apparent rather than real. They are stated on page 67* 

(1) Some persons like sadhvs and ascetics, who have renounced this world, feel 
a limited number of wants. To them wants in general are not unlimited ; nor do 
they increase in variety. To them there is no social standard to fashion their w.ants. 

This is, of course, true ; but an ascetic is not a social or an average man and, 
therefore, lies beyond the scope of Economics. In Economics, we study the wants of 
a normal, social ami human being only. 

(2) It is usually stated that each particular want is capable of complete satisfac- 
tion. But certain wants appear to remain unsatisfied almost for ever. A few instances 
are given below : 

(a) Want for display is an example of this nature. A man who wants to dis- 
tinguish himself through display, always seems to be in want of things like ornaments, 
motor cars, magnificent buildings, etc. ; and unceasingly spends money on such objects. 
The mote he possesses such things, the more he can display himself and the more 
he wants them. His want of display appears to be insatiable. 

The above reasoning is correct, But the want of display is not the want for 
a particular commodity but for a large number of commodities. If you pick up a 
particular commodity out of the group of articles of display and increase its supply, 


Wd.p. 72. 

r^The higher the level of civilisation and culture, the mote numerous and the more varied are the man's 
wants. We ’ate told that in the 18th century It was very usual to come across labourers who, finding their 
wants, could be satisfied by 3 days' work each week, preferred to be idle for the test of their time, At the 
~ present day it would not be dilficult to find examples oi people who would earn larger incomes if they 
worked harder or longet-bul for whom additional satisfaction that could be obtained is rot a sufficient 
inducement to make the greater ellort required. Education and social improvement result not only in greater 
productive elficlency but also in greater capacity to enjoy.— Penson, 0|p.Cff,, p. 14. 

tiMoreland, An MrodiaUon to Baonomhs, pp, I92-I93, 
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the want 'for it will go on decreasing and a point sooner or later, will come when the 
next unit of that commodity will cease to have any utility. 

(h) Want for poicei- is a similar example. Some men want power over men ; 
and the more power they get, the more they want. The lust for power seems to be 
teal and insatiable) but men wanting power ate not ordinary men. Economics is not 
concerned with abnormal characters. 

(c) The want for money also appears to be insatiable. Indeed, it appe,ir5 that its 
utility does not decrease at all ; and if it does, it docs very insignificantly. 

But money is, however, not requited for its own sake, but for the sake of the 
large number of commodities which it can purchase. As such, money is not a single 
commodity but is a group of all the commodities it can purchase. It ir, therefote. 
only natural that the want for it may not be satisfied, wants in general being unlimited. 

(d) Misers Love for Money. A miser wants money and the mote he gets it 
the more he requires it. It seems to be an exception to the general law that each 
particular want is satiable. But raiser is not an average man. He is as far removed 
from the average man as the ascetic or sadhu who does not come under the scope of 
Economics. 


§ 5. MULTIPUCAXION OF WANTS 

Sometimes the .question is asked : Is the multiplication of wants desirable ? 
This question is extremely controversial and much can be said on both the sides. 

: It is Desirable 

Those who say that the multiplication of wants is desirable say that when 
a want is satisfied, some satisfaction is obtained. Consequently, if you satisfy a 
larger number of wants, you will get a larger volume of satisfaction, which is 
very desirable. Secondly, modern progress and civiliiation consists in the increasing 
number of wants. The most primitive man needed very few things : some leaves or 
baik of tree to cover his person and some tough tools to kill animals and detach flesh 
from skin. But as he became more and more civilised, his wants began to increase. 
And today in his most civilized state human wants ate almost limitless. It is a historical 
fact and proves that progress or civilization consists in multiplication of wants. Thirdly, 
if we reduce our wants, out incentive to make economic progress or assert nationalA-' 
individuality and rise in the world would be damped. The Malaya aborigine has few 
wants and while immigrants work and develop his country, he sits under a tree and 
cheerfully smokes, not doing anything and not caring for what others do. This is a 
sure sign of decay. Fourthly, if we do not believe in increasing number of wants, we 
would become economically weak so that any country of the world can come and 
make us a subject nation. If the standard of living of Indians rises, their urge to be 
free will greatly strengthen. 

It is Undesirable 

There are thinkers of the other school as well who believe that the multiplication 
of wants can never be desirable. These gentlemen ate generally of a religious bent of 
mind and believe in spiritual development. They give the following reasons in support 
of their view : (i) If we have to satisfy a large number of wants, we will have little time 
for spiritual development which alone gives true pleasure, (ii) Not only this, but 
multiplication of wants and constant efforts to satisfy them make us materialistic and 
therefore make us unfit for spiritual development. (»«) Even on economic grounds 
wants should not be multiplied for a very good reason. It is true that if you satisfy 
mote wants, mathematically you get mote satisfaction. But once yout wants increase, 
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they increase almost limitlessly ; so that even if you are able to satisfy many’of them, 
you cannot even think of satisfying the rest. The wants which you cannot satisfy are 
a source of discomfort or pain to you. The net amount of satisfaction that you, there- 
fore, get is very little. Really if you increase your wants to a considerable degree, you 
tnay get very little amount of net satisfaction. 

The Bight View 

The above are the views for and against increasing the number of wants. We 
on our part believe that truth lies somewhere in between these two extremes. If we 
have very few wants, we have no incentive to progress and in fact no means of 
making progress. But if we have too many wants, our discomfort begins to increase. 
We should, therefore, have neither too few wants nor too many of them. The total 
satisfaction which on balance we get by increasing our wants can be represented by 
the following diagram 

We have measured the total net satisfaction along OY axis 
and number of wants along ON axis. SMS' is the net satis- 
faction curve. In the beginning as we increase our wants, our 
satisfaction goes on increasing till the point M arrives. At 
this point, if we satisfy ON wants, our satisfaction will be 
maximum, i.e. MN. But if we increase our wants beyond that 
point, our net satisfaction begins to decline ; MS' curve sud- 
denly goes down. 

It is thus clear that the multiplication of wants is desirable 
only up to a certain extent. It is, however, impossible to give 
a precise degree of the extent to which wants should be mul- 
tiplied. 



TEST QUESTIONS 

I. What do you mean by a vant ? DistIngaUh it as clearly as possible from iisife, 

3< Show the relationship between wants and activities. Is it wants which react upon activities or the 
activities which react opon wants 7 

3. 'What arc the factors which determine the wants of a person 7 Discuss in detail. 

4. Discuss the important characteristics of wants and the laws based on them. 


EKAMINA'nON QUESTIONS 


1. Discuss the main characteristics of burntn wants. Is the multiplication ol wants desirable? 
lU.P.,I9t2) 

2. 'fronts lead to productive activities and productive activities to newer wants. Discuss it fully. 
(U.P.. 1938) 

3. Mention the important characteristics ol wants. Moreland says, "It is not likely that the progress 
ol India will lead to a condition in which larger proportion ol the people are completely satisfied than is the 
case at present ". Explain this statement. (U. P., 1926) 

4. Moreland says that ''the wants ol the Indian labourer are determined largely by custom and 

habit'.' Name the ordinary wants of an Indian labourer and show which of them are governed by (a) custom, 
(i) habit and (o) reason. Are there any wants in the ease of college students that are determined by custom 7 
Give examples. (U.P., 1926) ■ 

J, What the characteristics of human wants 7 Discuss the relation between wants and activities, 
(U.P., Cora,, 1942) 

6, Discuss laws of wants. Show the connection between wants and activities, (U, P. Com., 1933) 

7, Mention the factors on which wants depend, Is it a fact that wants increase more rapidly than 
income? If so, what steps would you take to balance the two 7 (U.P,, Com., 1930) 
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S. Do wonts jlve rise to activities or activities jive tile to wants ? IIInstrEte yout answer. 
How iar is the multiplication of otir wants desirable 7 (Re|., 1943) 

9. State the characteristics ol economic wants and describe the wants of an Indian Inim:' as affected 
by custom, habit and reason. (Rajpatana, 1938) 

10. Mention the chardctcrislics of economic wants. Ate there any wants outside the scope cf 
Economics! (Rajpatana, 1931) 

11. Describe the mote important characteristics of wants. (Punjab, 1935) 

12. What is (he distinction between 'wants' in the economic sense and mere 'desire' 7 How would 
you classify wants 7 (Deihi, 1939) 

13 ''There is an endless variety of wants but (here is a limit to each separate want.''— .ilnnhitll 
Explain. Can wants be meaenred 7 (Delhi, 1934) 

14. Why is a hnowledje of human waits so essential lot (he study ol Economics? Enumerate and 
explain some characleristics of these wants. (Delhi, 1933) 

15. "Man's wants have various characleiistics each ct which Is of jteat Impo'tance, lot on each 
depends some great economic law." Amplify this statement. (Bombay, 1939) 

16. 'ifhat are the chief characteristics of human wants, show how the science ol Economics takes 
these characteristics Into account. (Bombay Com., 1939) 



CHAPTER 12 


CLASSinCATION OF WANTS 

Consumption may be economised by a change of habit but any stinting of necessaries is rrastelul— 
Marslmll 

We have already aeen that wants vary in intensity or urgency. All wants are 
not of the same intensity ; some wants are more intense, others less intense. Wants 
which are most urgent ate known as necessaries ; those which ate least insistent ate 
known as luxuries ; while those of medium intensity ate known as comforts. The order 
of the urgency of wants and the order in which they are normally satisfied is as follows : 
(i) Necessaries, (ii) Comforts, and (iii) Luxuries.^ These are the three classes in which 
wants can be divided. 


By necessaries we mean those wants which are of very primary and elementary 
nature ; so much so that if they are left unsatisfied, acute pain is caused. Their satis, 
faction is necessary for the preservation of life, efficiency or social prestige.® 

Necessaries are of three varieties. In the first group come those wants which 
must be satisfied in order to preserve life. If we do not satisfy these wants, we shall 
not be able to keep alive. They are known as Necessaries for Existence. In the second 
group fall those wants which must be satisfied for the maintenance of our efficiency. 
They ate known as Necessaries of Efficienci/. If we consume these articles, our efficiency 
will remain intact ; otherwise, it will deteriorate. In the third and final category come 
those wants which have to be satisfied in order to keep social prestige. These ate 
known as Conventional Necessaries. The following classification of wants makes this 
subdivision clear : 

WANTS 


Necessatlcs Comforts Luxuries 


Necessaries lor Necessaries for Conventional 

Existence Efficiency Necessaries 

(1) Necessaries for Existence.^ The articles which are just necessary for keeping 
a man alive are known as necessaries for existence. They include that minimum 
quantity of food and drink, clothing and shelter without which life cannot.be 
preserved. 

Necessaries for existence are not the same in all the countries and climates 
and for all the time to come. "In cold countries the term includes, in addition 


rihe order in which wants arc satisfied is not a matter of set rules or regulations but of personal habits, 
tastes and desires which vary. 'K'ants will be satisfied in order of their urgency, in the absence of any such 
disturbing factor as sense of moral obligation or duty, etc. 

“Students must not write ''articles of necessary,” They should write "articles oi necessity” or "neces- 
saries instead, 

aAlso named as 'absolute necessaries'. 
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to sufficient food and drink, a certain amount of clothing and also some sort of house 
for shelter ; in the plains of India the necessary amount of clothing and s'-cher is very 
small and perhaps a blanket for the winter is all ti at a man absolutely requites, so thn 
here the term necessaries for exis'ence means very little more than the smell amount 
of grain and water that is sufficient to keep people alive.”'* In India there arc large 
number of unfortunate and poor persons who do not even get all the necessaries for 
existence and actually semi-statve. 

(2) Neceisaries for E^ciency. Necessaries for existence are meant to keep a man 
alive, in order that he may be able to work efficiently in the occupation he happens 
to be engaged in, a man has to consume certain things over and above the bare neces. 
saries for existence. Such articles which are necessary for the preservation of one’s 
efficiency ate known as Necessaries for Efficiency. 

Moreland observes that this term includes everything which a man must con- 
sume in order to work efficiently at his occupation and educate his children up to the 
point where they can be expected to do as well as he has done. In India the term in- 
eludes : (i) better and more well-balanced food than is just necessary for existence ; (ii) a 
certain amount of clothing and furniture and an airy and well ventilated house for 
shelter, and (tit) opportunities for medical treatment and for the education of children 
at least up to the stage which he himself has reached. A very small proportion of the 
people in India can enjoy all the necessaries for efficiency, mostly because of poverty 
and partly because of ignorance. 

(3) Conventional Necessaries. Conventional necessaries are those necessaries 
which must be consumed because of some social convention and in order to maintain 
social prestige. A man lives in a society having certain set traditions or conventions 
or customs which each member must follow. For instance, the society requires a it an 
to offer pan and tobacco when a guest comes ; to give a feast when a marriage takes 
place ; to undergo certain religious ceremonies when somebody dies. A man has to 
follow these customs and conventions on the pains of social discredit, badnami as it is 
called, and sometimes even ex-communication. This is particularly so in a custom-ridden 
country like India.® This accounts for the great urgency of this class of wants. In 
fact, many people sacrifice the consumption of articles of efficiency, in order to consume 
conventional necessaries. For instance, cultivators and labourers will semi-starve rather 
than not offer huqqa or pan to the visitors or not give a feast on the occasion of a 
marriage or death. Similarly many a student will give up the consumption of such 
healthy stuffs as butter and gliee in order to enjoy cinema-shows which every polished 
student is expected to see. 

Factors Determining Necessaries. The factors governing each class of necessaries 
are different. Necessaries for existence ate primarily determined by environment and 
physiological and economic factors. Necessaries for efficiency are, of course, determined 
by the nature of work a man is expected to do. Necessaries for efficiency of a black- 
smith must naturally differ., from those of a lawyer or a teacher. Much discretion has 
to be used in selecting necessaties for efiictency. Conventional necessaries are, of coutse, 
determined by social customs and conventions which are an index of the stage of social 
development. 


‘Mcieland, .An Introdueiim to Bmnmics, p. tSl. 

“'•To this class of conventional necessailcs belong the want foi tea, tollee and iav among the highet 
classes in India and the want of huggoamona the masses. To this class also belong ali out wants connected 
with social and icligtous ceiemonles, and In a custora-iidden country tike India, it is not difficult to find people 
who for months and years economising on their absolute nccessaTies to mnlje a grand show for a cay or 
two on the social wants".— 3. G« Bhatnagar, Outlines of Boonomios, p. 4?. 
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2. Contorts 

Necessaries, it may be repeated, are jast sufficient to keep a man alive, to preserve 
his efficiency at work and to maintain his social prestige. This is the bare minimum 
for ordinary living. Usually some other nice articles have to be included in consumption 
for a decent living Articles of comfort are of this nature. Their consumption affords 
appreciable pleasure and also increases consumer's efficiency slightly ; while their non* 
consumption neither causes much pain not does it decrease actual efficiency (chough it 
certainly prevents the additional efficiency which their consumption would have yielded). 
Obviously, the articles of comfort enable a man to lead a richer and fuller life than 
what is otherwise possible. Good shoes, fine kurta, cinema-shows and such other articles 
may be cited as examples of articles of comfort. 

3. Lucnrles 

Luxuries are those articles whose consumption affords very great pleasure but 
does not contribute to our efficiency ; and whose non-consumption neither causes any 
pain nor decreases our efficiency. Palatial buildings, the maintenance of Rolls-Royce 
and other costly cars, the keeping of elephants by Indian princes and the possession 
of costly paintings of renowned painters are some of the examples of luxuries. Because 
articles of luxury do not increase our efficiency but simply give us pleasure, their 
consumption is often regarded as useless and is looked down upon. This is the season, 
why Professor Gide defines luxury as the “satisfaction of a superfluous want” and 
Professor Ely calls it "excessive personal consumption”.'' 

There are certain articles of luxury, like wine, which give us only fleeting pleasure 
but decrease our efficiency quite considerably. Their non-consumption causes much 
pain if one gets addicted to them, though it prevents a deterioration of efficiency which 
would otherwise result. They ate known as extravagances. 

Tbe Standpoints ol Classitication 

The above classification of wants into necessaries, comforts and luxuries has 
been made from two points of view ; (i) efficiency and (it) pleasure and pain. 

E§ciency. Those articles which when consumed preserve efficiency and which, 
if not consumed decrease it, have been called necessaries. The articles which when 
consumed contribute to efficiency slightly and which if not consumed do not decrease 
actual efficiency (but cause a loss of efficiency which could have been otherwise 


°The followins table gives a provisional and rough list ol necessaries, comlorts and luxuries : 


Necessaries 


Comlorts 


j for sustaining lift for MKro subsii- 
i torwe tlio minimum 

I 


\ for fullar lift for mare wlulesome 
•{ exislenoc decinl standard of 
I living 
I 


r i.<i„ a reasonable amaunt ol plain 
j wholesome food, ol decent cloth- 
i ing and ol healthy home sur- 
[ tcutdings, 

f belter load, clothes and hous- 
I Ing with some provision lot 
.{ recreation and amusement and lor 
I the satislactlon ol intellectuni 
L needs. 


f 1 . 0 ,, cosily motors, ornaments, table 

I for refinement of Ufa delicacies, etc., together with the 

Luxuries 1 for expemivt habits and amntemenft indulgence ol expensive tastes in 

I a more elaborate mode of living I art, literature and trayel, 

Pgnson, The Beor,omlosof Bverfday Ufe, p, 19, 
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achieved) are known as articles of comfort. Finally, those articles which it consumed 
do not increase efficiency and which if not consumed do not decrease efficiency, ate 
known as articles of luxury. When the consumption of the latter actually decreases 
efficiency, they ate called articles of extravagance. 



Effect on e(ficler.ev 

Effect on pafn and pleasure 


■Khen 

consumed 

When not 
consumed 

V'ben 

consumed 

\!?hen not 
consumed 

Necessaries 

Preservation 

Great decrease ... 

Slight plensure ... 

Acute pain,. 

Comfotis 

Slight increase ... 

No decrease In 
actual eillclency 
(but loss oi possi- 
ble increase In 
efiic'encv). 

Suilicient pleasure 

Slight pain. 

Luxuries 

No increase 

No decrease ... 

Very great pleasure 

No pain (unless used) 

Ex^avagances 

Deciease 

Preventloiiof possi* 
ble dccffare 

! Momentary o!ea>ure 

Much pain if one 
gels addicted. 


Chart 10. Showing the distinctions between necessaiies, conlotts and luxuries. 

Pain and Pleasure. The second point of view of the classification is the causing 
of pain and pleasure. When consumption of an article gives only slight pleasure while 
its non-consumption causes great pain, it is known as an article of necessity. When, 
however, its consumption gives sufficient pleasure while its non-consumption causes 
slight pain, it is known as an article of comfort. Finally, when the consumption of 
an article gives ample pleasure, while its non-consumption causes no pain, it is known 
as an article of luxury. If the consumption of an article simply gives us momentary 
pleasure, while its non-consumption causes intense pain provided one gets used to it, 
it is known as an article of extravagance. 


Necessaries, Comlorts anfi Laxaries are Belatlve Terms 

It must not be supposed by the reader that a particulat atticle is an article of 
necessity, or comfort, or luxury for all the people and all the time to come, In fact, 
the personal circumstances of the consumer, e. g., the income, occupation, surroundings, 
habits, etc., determine whether an article is one of necessity or of comfort or of luxury 
to him. It follows, therefore, that the same atticle may be a necessity to one, a 
comfort to another and a' luxury to the third. For instance, a car is a necessity for 
a medical doctor who has to rush from one patient to another with the least possible 
loss of time j it may be a'comfott to a professor, since it keeps him refreshed for the 
lectures, saves his time and thus somewhat increases his efficiency ; but it is undoujstedly 
a luxury to an idler who uses it merely for Joy-rides. Again, tea is a necessity for an 
educated Indian, while it is probably a luxury for an Indian cultivator. Shirts were 
once considered as articles of luxury in Europe but now they are articles of bare 
necessity. In India ' they ate still articles of luxury for many poor people. A carnage 
is a comfort to a woman of fashion, a necessity to a physician and a luxury to a 
tradesman. 

in 
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An article may similarly be one of luiuty to a person at one time, of comfort 
to Him at another and of luxury at still another time. For instance, a fountain-pen 
is obviously a luxury for a small child reading in an infant class. It becomes an article 
of comfort to him when he becomes a student of IX or X class; but it becomes a 
necessity for him when he joins a college and has to take down notes very quickly. _ 

It would, indeed, be wrong then to draw a definite line of demarcation between 
the articles of necessity, of comfort, and of luxury, so as to apply to all persons or to 
be valid permanently. These three terms are at best only relative ; and when we say 
that a particular article is an article of necessity, or comfort, or luxury, all that is meant 
is to say that it is so in respect to a particular person at a particular time. 

Order ol Consumption 

It is sometimes said that a person first spends his income on necessaries, then on 
comforts and finally on luxuries. This statement is generally and largely true In 
case a man spends his income most wisely, he would naturally act in this manner. 
Necessaries are most urgent and would receive his first attention. Comforts would 
then be secured ; and luxuries would be obtained only in the last. But unfortunately 
everybody does not spend his income wisely. Much of out expenditure is thoughtless 
and careless ; and when it is so, we often spend on comforts and luxuries even if our 
necessities have not been satisfied. An ekkawala may thoughtlessly go to cinema show 
and may then be left with only a few pice which may not bring him enough food. 
Such cases ate not rate. Another reason of unwise expenditure is lack of intelligence 
and understanding ; and an educated man would not spend his money so badly as an 
illiterate person. Thoughtlessness and lack of knowledge of correct expenditure are the 
two reasons why the proper order of expenditure is not always followed. 

TEST QUESTIONS 


Ii Give a classification of wants. 

2. Dlstiaguish between necessaiies, comforts end iaxuries. ^hat ate the standpoints of claisificatlon 
adopted by you. 

3, Show how necessaries, comforts and luxuries are relative concepts, 

EXAMINATION QUESTIONS 


U.r. Board 

1, Dlstinsttish between economic and non-economic wants. Classify the former bringing about a cleat 
distinction between the various classes. Give examples of each class. (I. A., 1939) 

2, Distinguish between tecessaties and comforts, tf. A., 1987) - 

3, .What are the chief characteristics of human wants? Explain and illustrate the distinction between 
necessaries, comforts and luxuries. Give example from India. (I. A„ 1935) 

4, What ate the tests you would apply in classifying commodities, into necessaries, comforts and luxu. 
ties? Illustrate from Indian examples. (I. A„ 1929} 

5, Distinguish between («) necessaries and luxuries; (b) necessaries for the life and necessaries for 
efficiency. Point out the importance of these distinctions. (I. A„ 1927) 

6, Distinguish clearly between necessaries, comforts and luxuries. Can an article be a necessity, a 
comfort and a luxury to the same individual 7 (I. Com., 1940) 


Rnipatauu Bocrrd 

7. Show how the classification ol wants into necessaries, comforts and luxuries does not primarily refer 
to articles of consumption, but their units, and varies according to the Individual consumer, the time and 
place. Give examples from India wherever possible. (1. A., 1945) 

S. What do you understand by («). necessaries for existence, and (b) conventional necessaries. Show 
hpwconsumers' goods are classified into necessaries, comforts and luxuries. (I , A., fPblj 
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9. EcoDomic wonts have been classified Into those (or necestailes, comforts and fonities. Eally exploln 
the three Items. What tests would you apply In dfstlnguishleg between these 7 (I.A., (939) 

10. How would you classify consumption Into necessaries, comforts and liumrlesr Explain your 
answer by taking examples of such goods in common use in India. (1. A , 1937) 

11. How, and why, would. you classify consumers' goods In necessaries, comforts and luxuries? Give 
reasons. (I. A.j 1934) 

iit Howwould you distinguish.between necessaries, comforts and luxuries? Illustrate with rcfererbe 
to the wants of (a) a college student, (i) an Indian (atmer, and (n) a factory hand, (I. A , 1931) 

Other Examination Bodies 

IS. Clearly distinguish between necessaries, comforts and luxuries, (Punlab, I. A., [9S9) 

14. How do you classify wants into necessaries, comforts and luxuries ? Give Illustrations. 

(Nagpur, i. Com. 1941 ; Arts, 194:} 


ATtENTION 

[Sometimes Dsmani is discussed under "consumption." We have discussed It under "Exchange^' 
(Book IV), Chapter 46, to which a reference may be made.) 
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THE LAW OF DIMINISHING UTILITY 
. «t anv aood to any consumer diminish normally as his supply o 

Thcutllilies oi additional unUs ol any good 

- •“ '"U axPL^™ OP IH. uw 

Th. Otilliy VMM by f 

daily in the ordinary course of Ijfe. It subsequent units ; m other 

retal'^e^JSallV saves 

io satisfVvout hunger ; but since a part y p the first one. The third mango will 

second mati'go '*''‘'.1"°* with the second mango, for the same tesson- '^e 

SS?fl!o”.^S.^*»«b«g ..,»,.p,i,8o=. o. in»..«ng.«b« 

~3Ss“S£issS?4;rrs 

fsl4%w;s:'SSHSs 

*^®*^®ThfstSrrknownTn Economics as the Law of Diminishing Utaity and 
be stated as below i Each unit of a commodity gives, other things remain ng 
^ss utility to the consumer than the foregoing «mf.“ 

lllnstra^n example to illustrate this law. Suppose a man has a big 

f •! and refluires six maunds of wheat per month for its consumption. The utility 
S of wh?at isvery great to him since without it the members of his 
f!milv will Starve to death. The utility of the first maund, let us say, is 100. The second 
\ r,( nrEpat is necessary, but is not so urgent as the first maund. Its utility wiU, 
tnaund j , j-j-u -ay to 80, The utility of the third maund will be still less, say 60 ; 

Sffe ofXforti: mSd b. b’ .h.t of eheaftb 10 ; ,nd d... o ftb. »«b. 

He will not purchase the seventh maund of wheat obviously because that is n 

because he will have to spend money on it without getting any satisfaction in tetutn , 
and secondly, because the consumption of- the additional maund might spoil th 

ii..,„,,Dacitv to enjoy iood is limited so is our capacity to enjoy clotiies. A normal Pf'*®" 

. , iotTrespe^^^^^ suit ot clothes, a pair of shoes, etc. A second is ba 

Im sfles a livet desire. Additional suits satlsiy wants ofstcadily diminishing intensities and in time the po 
S atfetv is Kached^e^ by the most fastidious dandy.-Seager, Principhs of Eoonomlo. p. 71. b. 

'’Uarchall statcs thls Isw 85 follows * t **Thc addllional benefit which a person derives (rom a given 
i,creas; oThK ''' has, "-Marshall, 

Principles of Economics, 
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digestion of the consumers. Its utility may be said to be -20 [mum twenty). The 
utilities of the successive units of wheat may be tabulated as below 

Ma'unds of Wheat Units of Utility 


1 

I 

3 

4 

5 

6 
7 


100 

80 

. 60 
25 
10 
0 

-20 


It is clear from the table how the utility of each following mcund of wheat 
diminishes consecutively. 



Uj. 10— illasttaline the law of dlmiaishlag utility. 


Dlagrammalic Reprcsentailoa 

The above illustration can be represented 
by a diagram. In Fig. 11, maunds of wheat 
have been measured along the OX axis | and 
utility along the OY axis. The . first unit of 
wheat gives 100 units of utility and thus we 
get the point A. We plot other points similarly 
and get the AA' curve by joining these 
points. This curve shows a steep fall repre- 
senting the fall in utility. The utility of 
the first maund of wheat is OA.but the 
utility of the sixth maund of wheat is 
aero. The curve A A' touches OX at the 
point P where the utility is rero. The seventh 
unit of wheat gives dis-utility so that the 
curve extends below the line OX, which is 
the line of tero utility.' The point P is the 


point of zero utility and is also known as the ‘point of satiety.'^ 



Diagiammatlc Tcpicsentallons aie of two kinds; (■) 
eurw !s shown above and (ti) rccianeles lobe discussed 
below. II an aillcle Is divisible, i. a.. 11 II can be divided 
withoat any loss of its value, its utility is icpiesenled by a 
cuive. 'i^heBl can be divided without any loss in its value ; 
thercloie. Its utility has been repieienled by a curve at above. 
But take the case of a cap. It you cut a cap Into two,. Its utility 
will be sciiously cuilailed. Cap Is an Indivisible conmodlly 
since its utility decreases il it is divided. The utllily oflodi. 
visible commodities is best represented by rectanjles. Rec- 
tanjles gives the idea ol the separateness cl each unit and 
therclare, this method Is adopted in the case of Indivisible 
units. 

Suppose the lotlowingis the table ol ulililyol caps. 

Dtlllty oj Cept, Vfililf DirM 

1 SO 

2 20 

B to 

i 0 

S -s 

'ccfitirii-ett 0^ pif* 2S } 
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I 2. OTHER THINGS REMAINING THE SAME 

In the statement of the Law of Diminishing Utility : we mentioned that the 
Utility of each successive unit goes on diminishing, otheT things veiTKiiyiing the sdwte* 
The words ‘other things remaining the same’ might appear to the reader vague and 
useless ; but this is not so. These words art very significant and imply the following 
important qualifications : 

(1) The units of the commodit}! must be similar in Quality and quantity. If this' 
condition is not satisfied, the law may not operate. Suppose the first chapati given to 
a very hungry man is very coarse ; but the next chapati is made of superior stuff and 
is very tasteful. The second chapati will evidently give him mote satisfaction than 
the first one. The law of diminishing utility does not operate here because the units 
of chapati are not similar. Were the second chapati as coarse and rough as tjte first 
one, its utility would definitely be less than that of the latter. Similar consideiations 
apply to the quantity of each unit. The quantity of each unit must remain the sanie. 
It the second chapati is twice as heavy as the first chapati, it is likely to give more satis- 
faction than the latter. 

(2) The period of consumption must be the same. In other words, the period 
over which consumption is spread should be continuous and without break otherwise 
the law will not operate. If a man, for example, takes food once in the morning and 
again in the evening, he might relish it more in the evening than in the morning pro- 
bably because the hard work of the day has given him good appetite or because some 
good news has cheered him up. The law of diminishing utility does not apply here 
because the time of consumption is not continuous and the same. In fact, food has 
been taken twice and the law operates in each case separately. But if the second diet 
is taken Immediately after the first diet, the utility of the former will be definitely less 
than that of the latter. 

(3) the mental outlook of the consumer should remain the same. This is very 
important. The man who is taking food may, for instance, find that the sixth loaf 
that he has taken has yielded zero utility. If he now takes a little bhang or some other ' 
intoxicant, he may suddenly feel a craving for more loaves. It appears, then, that the 
law of diminishing utility does not apply in this case. Of course, it does not, because 
the mental outlook of the consumier does not remain the same. 

(4) If the period of consumption »j long, the fashion, habit and income of the 
consumer should remain the same. In the case of durable goods, a change in either of 
these three things, namely, fashion, habit and income, may hinder the operation of the 
law and may increase the utility of successive units of the commodity in question. For 
instance, a particular type of shoe may not be in fashion and its utility may be fairly 
low to a man ; but if somehow it again come into fashion, its utility will immediately 
increase. Again, a man not addicted to cigarettes does not derive any utility from 
them ; but if he somehow acquires the habit of smoking, their utility will increase to 
him. Finally, a man may be so poor that it may not be worth his while to purchase a 
costly flower-vase ; but if he suddenly becomes rich, he may begin to feel its necessity 
very urgently and its utility to him may increase. In all these three cases the law of 
diminishing utility does not operate because the fashion or habit or income has changed. 
The law operates only when these factors remain the same. 


In Hg. II each lectengle shows the utility oi a unit. The first rectangle, representing the utility of 
the first cap, is the biggest. Each successive rectangle, representing the utility of each successive cap, 
goes on diminishing. There is no rectangle to represent the utility of the fourfh cap obviously because its 
utility is zero. The utility of fifth cap is negative, therefore, the rectangle, representing ils .disutility is down 
In6 fixis vAt 

‘’Other things being equal' is the alternative enpression. 
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(5) The price of the commodity and its substitutes should remain the same. U an 
aiticle becomes cheap, one may want it with increasing intensity and its utility may, 
therefore, increase- The utility of an article may also increase if the price of its 
substitutes has gone up, so that one will now shift one’s consumption to the article in 
question whose utility has obviously gone up due to its comparative cheapness. The 
unchangeableness in the price of the article in question and the substitute thereof is 
important for the operation of the law. 

§ 3. EXCEPTIONS TO THE LAW 

The law of diminishing utility has almost universal application.' If the various 
assumptions coveted by the phrase “other things remaining the same” obtain in practice, 
the law mil operate, Certain exceptions to this law are, however, suggested most of 
|vhich are apparent rather than teal. 

Appareat Exceptions 

(1) If we taie a very small quantity of an article as our unit, the law may not 
operate. Professor Chapman gives the example of a man who wants to prepare tea but 
who has no coal. Suppose he gets an ounce of coal. This much of coal is practically 
useless to him and has hardly any utility. If he gets another ounce; the quantity of 
coal will come neater the serviceable quantity so that the utility of the next ounce 
will, of course, be greater than that of the first ounce. The utility of each additional 
ounce will thus go on increasing till he gets adequate quantity of coal ; after this stage, 
it will begin to diminish.® 

In this diagram, the utility curve of coal (AA'A' ) goes on increasing till the 
point A' is reached. At this point, sufficient 
quantity of coal has been obtained ; therefore, 
the -utility of each successive unit begins to 
diminish. This is the reason why AA' is a rising 
curve while A' A" is a falling curve. 

In this case the law does not operate because 
the small quantity of coal taken in the example 
does not constitute a unit. In actual practice we 
find that the unit of a commodity is big enough to 
be of some service. Therefore, one ounce of coal 
is not really a unit ; nobody uses coal in the units 
of an ounce ; it is only a part of a unit. 

(2) Curious and rare objects are alleged to be 
exceptions to this law. A stamp collector will 
attach greater importance to every new and rare 
stamp he is able to gather because that will go to 
make his album mote precious than before. SimL 
larly a man who has the hobby of collecting old 
autographs will feel more satisfied with every successive autograph he is able to collect. 
This exception is apparent rather than real, because an average man is not habitually 
actuated by hobbies : his simple wants and needs do not share the characteristics of 
' hobbies. As such, this example is abnormal. Moreover, even in the' case of such persons. 


S‘The tendmey shows itself so widely and with so tew exceptions that there is no significant inaccuracy 
in speaiting of it as universal.'— Taassig, Prinaiptiis of Boenomim, Voi. I. 

'Chapman, Oufiintt of Bootfomios, 
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a point will be reached, howsoever remote that may be, when the. additional stamps or 
autographs will give diminishing satisfaction. 

(3) A drunkard is said to obtain increasing utility from each additional peg of 
ivtne. The case of a drunkard is obviously abnormal since his mental outlook is changed 
after he takes the first dose of the liquor. Moreover, a drunkard is riot an average man 
and his actions are, therefore, not the concern of an economist. Finally, even in the 
case of such persons a point does arise when the utility of each successive dose begins 
to decrease. This exception is, therefore, apparent, not real. 

(4) Love of display, love of power and love of money are said to be other exceptions 
to this law. The lust of this sort is almost insatiable and, therefore, the .utility of every 
additional unit of the commodity ministering to any of these wants appears to be 
increasing. Such persons, however, are removed from the average man, and Economics 
does not study them. Moreover, even in these cases a point can arise when the law 
will set into operation. All of us have read the story of King Midas who was mad after 
gold but, when given an unlimited quantity of that metal, soon grew tired and ceased 
to attach any value to it. 

(5) Sometimes it is said that the utility of a commodity begins to increase if a large 
number of people begins to use it. Telephone is the case usually cited in this connection. 
As the number of persons who have telephonic connections increases the utility of the 
telephone also rises because its owner can now talk to a larger number of persons. 

This example is fallacious, though the fallacy is difficult to detect. According 
to the law, the successive units of a commodity give diminishing satisfaction to a 
consumer. If the owner of a telephone takes one more connection, naturally its utility 
will be less to him than that of the former connection. In the example given above 
the telephonic connection with a particular person remains only one. Since successive 
telephones acquired by a person have not been taken into account, this example does not 
come under the law of diminishing utility. Moreover, this example anticipates a change 
in the habit of the people which is excluded from the conditions necessary for the opera, 
tion of the law. 


Beal Exceptions 

(1) Professor Taussing mentions that a second or a third reading of good piece 
of poetry or the hearing of good music for the second or the third time may yield greater 
utility than the first. This exception seems to be real. This is a fact of our ordinary 
observation. 

However, even in this case a point will arise sooner or later, when the utility 
begins to diminish and the law will begin to operate. Each receptive faculty is, in fact, 
subject to exhaustion and takes time to recuperate. 

(2) Some economists believe that when we begin to consume an article, the 
utility of each successive unit goes on increasing in the beginning. It is only after a 
certain stage in consumption is reached, which is called by them the ‘point of optimum 
satisfaction’ that the utility begins to diminish. [Refer to F,ig. 12, p. 112.] 

If the psychological assumption of the above example is taken to be correct, 
then it is a real exception to the law which does not operate till the point of optimum 
satisfaction is reached. But there is no positive proof to support the accuracy of the 
above statement : the validity of this exception cannot be definitely ascertained, “ 


“These two esceptions can be excluded from the list of real exceptions, it we testate our law 
astoliws: Aftfraosrtiiin slags inamum^imis reiwhsJ, each successive unit gives diminishing utility 
pther things remaining the sanie, ° ' ’ ■ ri 
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1. Enunciale and explain :lie law of diminishing utility. Give diagrams to illustrate your answer. 

2. Are there any exceptions, apparent or teal, to the law of diminishing utility 7 Discuss them fully. 

3. How do you state the law of diminishing utility 7 'iJ'hatis the implication of "other things 
remaining the same" ? 

EXAMINATION QUESTIONS 


U. P. Board 

1. Slate and explain the law of diminishing ulitily with the help ol a diagram. (I. A., 19U) 

2. Explain as clearly as you can the law ot diminishing utility. ' Are there any real or apparent excep- 
tions to this law. (1. A., 19J9. K35, 1936, 1939) 

3. 'A' hat is meant by utility ? State the law of diminishing utility. Point onl the significance ol the 
phrase "Other things being equal'. What ate these other things? (I. A., 1930) 

4. Explain the law of diminishirg utility giving particular allenllon to formulation of conditions under 
which it is true. Illustrate. (I. A., 1927) 

5. Describe the law of diminishing utility. State exceptions, if any, to the law. (I. Com., 1942) 


Rajpulana Board 


6 . Slate and explain the law of diminishing utility. Analyse the reasons lot any exceptions. Illustrate. 

ll. A-, 1942, 1940) 


7. 


■The more we have ol a thing the less we want still mrrte ol that thing.' Explain 


the above-statement, 
(I, A., I9SS) 


8. Explain the law of dimtnfshing utfllty, giving leascns for its operation. (I. A., 193t) 

9. Slate the law of diminlshfng utility aaJ explain the reason why utility itoit successive unit of 
consumption decreases with an Increase In their quantity. (I. A., 1932) 


Other Examination Bodies 

IP. Whal is meant by utility? Stale and iliusltate the Law of Diminishing Utility. (I, Com., 1943) 

II. What is the Law of diminishing utility ? How docs it arise ? (I. Com., 1942) 

17. Explain as clearly as you can the law of diminishing utility. What are the conditions under which it 
operates? Illustrate by means of a diagram. (I. Com., 194D) 

15. Are there any exceptions to the law cl dlmialshing marginal ntllity ? (Punjab, I. A., 1936) 

14. Sfale what you consider to be the moslirapoilant law ol Consumption. (Punjab, I. A., 1931, 1936) 
I.', Clearly slate and fully expla'n the law of diminishing utility, (Nagpur, I, Com. and Arts, 1942) 

16. Explain the Law of Diminishing utility and distinguish between total and marginal utility. 

(Nagpur, I. A., 1941) 

17. Enumerate the law of diminishing utiKty. How is the law related to •. 

(n) the law ot demand ; 
th) elasticity ol demand ; 

(o) the law of cqui-rrarginal utility ? (Delhi, I. A., 1934) 
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MARGINAL AND TOTAL UTILITY 

That part ot a thing which he is only ]uit induced to purchase may be called his marginal! purchase, 
because he is on the margin of donbt whether it is worth his while to incut the onllay required to obtain it. 
And the utility of his marginal purchase may be called marginal utility of the thing to him.- ^anhaU 

§1. MEASUREMENT OF UTILITY 

Utility is the capacity of a commodity to satisfy some human want j in other 
words, it is the want-satisfying power. We have already discussed the meaning of 
utility in a previous chapter, which need not be reproduced here. Here we may em- 
phasise a fact of common experience that utility of all the goods is not the same : some 
goods have greater utility, than others. A question, then, naturally arises ! Can we 
exactly measure utility. 

Economists do measure the utility of an article ; but this measurement is not 
very exact because economists do not possess any accurate means or apparatus 
of measurement. If you want to measure temperature, you can measure it 
with a thermometer. If you want to measure the atmospheric pressure you can mea- 
sure it with a barometer. If you want to measure cloth, you can measure it with a 
yard stick. No such accurate measure is, however, available for measuring utility. 
But out mind has the capacity of measuring utilities of different articles And whenever 
we have to choose between two articles, we unconsciously make the comparison of their 
utilities in our mind. 

The comparison of utility thus made in our minds may be expressed in two 
ways which may be explained by an illustration. Suppose you require Marshall’s "Prin- 
ciples for Economics" very urgently while Parker fountain-pen is not so important to 
you. (i) Then, you may say that Marshall’s Principles is twice as important to you 
as Parker fountain-pen j ot if the utility of Marshall’s Principles is 2, the utility of a 
Parker pen is only 1. (ii) Or, you may adopt another way of expressing the same idea ; 
you may say that if Marshall’s Principles gives you the utility worth Rs. IQO, Parker 
fountain-pen gives you the utility worth Rs. 50. 

In the above example the two chief methods of measuring utility have ' been 
followed. In the first case, utility has been expressed in numerical figures, as when it is 
said that if the utility of Marshall’s Principles is two, that of Parker pen is one. In 
the second case it has been expressed in terms of money, as when it is said that if 
the utility of Marshall’s Principles is Rs. 100, that of Parker pen is only Rs. 50. 

Utility and Wants 

The utility of an article depends upon the intensity of the want which it satisfies ' 
If the want satisfied by an article is very 'urgent, the utility of that article will be very 
great. If, on the other hand, the want satisfied by the commodity is of ordinary urgency, 
that commodity will possess ordinary utility. Utility, as said above, is the want- 
satisfying power of an article and is great or less according as the want satisfied is mote 
urgent or less urgent. Degree of utility varies directly with the intensity of wants. 
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The last unit of a commodity consumed at any particular time Is known as 
ttiorgtnai or final unit ; and utility of the marginal or final unit is said to be the mariiiw! 
or final utility of the article. If a man takes two oranges at a time, yielding 10 and 9 
units of utility respectively the second orange is the marginal unit, and its utility, 
namely 9, is the marginal wtilitjr of oranges. If he takes three oranges instead of two, 
the third orange will be the marginal unit and its utility, say 7, will be the marginal 
utility of oranges. 

Marginal utility may be positive, zero or negative. When the consumption of 
the marginal unit gives some satisfaction, the marginal utility is positive ; when it 
neither gives satisfaction not causes any dissatisfaction, the marginal utility is said to 
be zero ; whereas if it causes some dissatisfaction, or yields disutility, the marginal 
utility is negative The marginal utility is positive before the point of satiety is reached j 
at the point of satiety the marginal utility becomes zero ; after that point, it actually 
becomes negative. Suppose the following is the utility of successive maunds of wheat 
to an individual : 


MAUNDS OF WHEAT 

UTILITY 

1 

... 1001 

2 

801 

3 

... 60)- Positive 

4 

... 251 

5 

... lOJ 

6 

... 0 Zero 

7 

... —20 Negative 


In the table the utility of various maunds of wheat is given. Each unit becomes 
the marginal unit when it is the last unit consumed ; and its utility becomes marginal 
utility. Marginal u'ility is positive up to the fifth maund of wheat. It drops down 
to zero if the sixth maund is purchased. If the seventh maund is also purchased, 
the marginal utility becomes negative— it gives disutility. 

The table given above has been represented diagrammatlcally (Fig. 10) on page 109 
to which the reader is referred. Along the OX axis we have measured the units of 
wheat and a.long the OY axis the unit of utility. Various points have been plotted 
and the utility curve AA' has been obtained by joining them. So long as the curve 
does not touch OX, it appears above the OX axis, which shows that its marginal 
utility is positive. It touches the OX axis at F where its marginal utility vanishes, 
i.e., it becomes zero. After that the curve goes below the OX axis showing that the 
marginal utility thereafter becomes negative.^ 


^The above is the example of a divisible commodity, 'i^e may also take the case of a cap which is 
an indivisible commodity. The following is the table of utilities derived from the use of cap : 

(inib of Coil Dtllilj Derivei 

I ... SOI 

. 2 ... 20 [.positive 

8 ... loj 

4 ... 0 Zero 

5 ... —10 Negative 


Tot the diagrammatic representation of the above table, see p. lOP, Fig. II. 

OA, AB, BC, ED and DE represent the various units and the rcctangies standing over them show the 
utility dne to each of them, The utility of the first three units is positive as the rectangles appear above 
OX. There is no rectangle with respect to the iouith unit which shows that it does not yield any utility. 
Rectangle concerning the fifth unit goes down the line OX showing that the utility becomes negative. 
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Marginal iltliily and Law of DiminisEiing Utility 

In the statement of the law of diminishing utility, we were all along considering 
the mat^inal utility. According to that law, the utility of each successive unit goes on 
diminishing as consumption is continued This “successive” unit U the “final or 
the “marginal” unit at that particular moment. As such, we can otherwise describe 
the law as follows : The marginal utility of a commodity goes on diminishing as its con- 
sumption goes on increasing, other things remaining the same, The law of diminishing 
utility is sometimes called the law of diminishing marginal utility for the sake of clarity 
and precision. 


§3 TOTAL UfILITr 

The sum total of the utilities of all the units of a commodity consumed at a 
particular time is known as Total Utility. If you eat five oranges at a time, the 
sum total of the utilities of all the five oranges will be the total utility of the oranges. 
If, of the five oranges consumed, the utility of the first unit of orange is 100, of the 
second 80, of the third 60, of the fourth 20, and of the fifth 10, then the total utility of 
oranges will be (100 + 80 + 60 1-20+10=) 270. 

As we consume more and more of a commodity, the total utility derived from 
its consumption goes on increasing ; but this increase takes place at a diminishing rate 
(or less than proportionately) because of the operation of the law of diminishing utility. 
For instance, if the utility of the first unit of orange is 100, the utility of the second 
unit will be only 80 | so that when two units ate consumed, the total utility comes 
to 180 only, and not to 20 which is the corresponding proportionate figure. 


Oranges 

Marginal Utility of Oranges 

Total Utility of Oranges 

I 

100 1 

tool 

2 

so 1 

I''0| 

3 

00 h Positive 

240 y Inc'casing 


20 1 

260 1 

5 

lOJ 

270 J 

6 

0 Zero 

270 , Constant 

7 

—20 Negative 

1 

250 Decreasing 


According to the above table of the utility of oranges, if only one orange is 
purchased, we get 100 units of marginal utility and since it is the only unit consumed, the 
total utility is also 100. If the second orange is also consumed, then 80 units of utility 
are added to 100 units of utility given by the first orange, the total utility thus coming 
to 180. Calculations thus made are shown in this table. 

An important thing which you must have noticed in the above table is that the 
total utility goes on increasing just before the arrival of the point of satiety. When 
the point of satiety is reached, the total utility remains the same as before— nothing 
is added to it not anything is deducted from it. After the point of satiety is reached, 
total utility begins to fall.® 


sihe reader should remember that total utility is not taken into account while discussing the law of 
diminishing utijity. The latter is concerned only with mirginal utility. It is the marginal utility of a 
commodity, which goes on diminishing as the slock of that commodity goes on increasing. 
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§ 4, TOTAL UTILITY AND MARGINAL UTILITV 

It is interesting to leain the relation between marginal utility and total utility 
at this stage. So long as the point of satiety is not reached, marginal utility goes on 
diminishing ; while the total utility goes on increasing though at a diminishing rate. 
At the point of satiety the marginal utility becomes aero ; but the total utility becomes 
maximum, full satisfaction having been achieved. Hence it is said that when marginal 
utility is zero, the total utility is at its maximum. After the point of satiety is leached, 
the marginal utility becomes negative and the total utility begins to fall. If the reader 
refers to the t bles and diagrams given above, he will be able to understand the relation- 
ship between total utility and marginal utility quite easily. 

Marginal Utility, Total Utility and Demand 

We have seen above that as we consume more and mote units of a commodity, 
the marginal utility of that commodity goes on declining while total utility goes on 
increasing up to a certain point, During this time, what is the effect on demand ? 

It is clear that as consumption is continued out demand for successive dose goes 
on declining. This for an obvious reason which will become clear later on Briefly, 
demand depends upon marginal utility ; and as marginal utility declines, demand also 
(Igoes down. As such as we consume more and more of a commodity, our demand for it 
goes on declining along with a decline in its marginal utility.^ 

Bole in Determining Price 

We have seen the distinction between marginal and total utility. When we 
discuss the problem of the determination of price under ‘ Excliange”, we n ill find that 
price depends upon (<) utility and (it) cost. Which is this utility which determines 
price ? Is it marginal utility or total utility ? Obviously, it is the marginal utility. For 
the price that a man is prepared to offer pet article is equal to the utility of the last unit 
he intends to purchase, i.e., marginal utility. Total utility is irrelevant in this connexion. 
This is really a problem of theory of value and will be discussed in detail under 
Exchange.' 

TEST QUESTIONS 

1. 'K'hat is the relation between uliiit)' and want? How do yon measure utility ? 

2. Vi’hat do you mean by marginal utility and total utility? Givs illustiations and diagrams to explain 
your points. 

3. State the law of diminishing, utility. Does it take into account total ntility 7 

4. 'K'hen matginei ntilily is zero, the total utility Is at its maximum. Show how. 

EXAMINATION QUESIIONS 

U, P, Board 

1. Discusswith examples the relation between the marginal and total utility. (I.A,I91S) 

2. 'Jf'hen we consume more and more units ol a.ay commodity, (o) the marginal ufililv ol that commodi- 

ty diminishes, (h) total utility increases, and (o) our demand tor that commodity decreases. Explain and 
illustrate the above With examples and diagrams. (J, A., 1544) .... 

3. Prove that the total utility of a ouanlUy of a commodity is maximum when Us marginal utility is 

• jeto Use a diagram to explain it. (I.A., I938i ..u i, , j, 

4. Explain the dillerence between marginal and total utility. Which ol these helps in determining 
price? Slate and explain. (I. com., 1945) 

.Raipntaaa Board 

5. Fully explain 'marginal utility' and 'total utility' and show how total utility is greatest when 

' marginal utility is zero. (I. A, 1945) , f,. , , i- 

e. Explain Marginal Utility and Total Utility. Oearly explain the Law ot 


9See Chapter 46, fust, 
‘See Chapter 47, post, 



cUaptebIS 

, !, isnothlns"'®*® ,. u^5 itjCOfflC 

, , ,edv.hilehisv.an««e itmum^^;,d 
. is ordinaiilv his wants j and he «« ^ „ak« 
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the second unit on the second cap. The third unit will be spent by him on milk ; and 
the touith on oranges. In this way he will go on spending money. The following table 
indicates the order in which he will spend the four rupees he has got with him : 


Aaiuia Units 

Obleetol Expenditsw 

‘ U«% derived 

1st 

Cap 

IS 

2nd 

Cap 

12 

Brd 

Vllk 

II 

4tli 

Orange 

10 

5th 

Cap 

10 

eth 

Mllh 

g 

7lh 

Orange 

8 

8th 

Cap 

8 

Sth 

Orange 

7 

loth 

Cap 

6 

nth 

Milk 

6 

I2lh 

Orange 

5 

13lh 

! Milk 

5 

14th 

1 Orange 

4 

I5th 

Cap 

4 

Idth 

Milk 

4 

i 

1 

1 Total Utility derived iroin Rs. 4 

m 


The ^bove table shows that he will spend 5 units of four annas on oranges, 6 on 
caps, and 5 on milk, and will in total derive 122 units of utility. This is the maximum 
satisfaction that he can obtain out of his expenditure, if he does not follow this 

scheme of expenditure, 
he will not be able to 
derive this much of total 
utility. For instance, if 
he spends 6 units on cap, 
only 3 units on oranges 
and the remaining 7 units 
on milk, the total utility 
he will derive will come 
to (13+12+10+8+6+4+ 
10+8+7+ 11 +9+6+5+ 
4+2+l)=116 units only. 
Ocher variations may 
well be tried by the 
reader ; the result will be 
the same. 

If you closely matk 
the first table, a remark- 
able fact will impress you 
at once, the fact that the 
utility derived from the 
last unit of money spent 
on each head is equal, 
viz., 4. The expendi- 
ture of money on various 
heads in order of utility 
kings about this result. 
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Fig. It, lllusiralin; the Uw ol Eqai-ma’giiial Utility. 

(Fijates above rectangles repieient the order lit wti ch the 4 aina units 
are spent.) 
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It has, therefore, been formulated. that if we want to derive maximum satisfaction 
out of our expenditure, we should spend our money in such a way as to denvei 
more or less, the same satisfaction from the last unit of nioney spent on each head. 
This is the Laiv of Equi-margiml Utility, 

Diagrammatic' ItepreseDtation 

The Law of Equi-marginal Utiiity can be represented by a diagram. The above 
example can be represented as below : 

The three sets of rectangles represent the utility derived from the expenditure of 
4 annas on oranges, caps and milk respectively. OX axis has been divided in each case 
into equal parts representing successive units of money spent on the particular item ; and 
the rectangles standing over them represent the utility derived The dotted line is the line, 
of 4.anna utility. So many annas are spent on each item as the rectangles cut and 
touched by this line. The portion of rectangles standing above this line (shaded in the 
diagram) represents the Consumer’s Surplus. This can be made maximum only if the 
above order of expenditure is followed. 

Scope o! the Law 

The Law of Equi-marginal Utility as stated above applies not only to the expen- 
diture of money but to several other cases as well. It can be made to apply to a com- 
modity which has several uses. For instance, if we have 20 yards of cloth, we can use 
it for the preparation of shirts, or underwears or kwlas or caps. The wise course 
will be to distribute cloth on these various uses in such a manner as to derive, mote or 
less, the same utility from the last unit of cloth devoted to each item, By applying the 
law of equi-marginal utility to this case, we can derive maximum satisfaction. 

This law also applies to the present and future uses of a commodity. 'We 
should distribute a commodity over the present and future uses in such a manner that 
the marginal utility from each use may be, more or less, the same. This remark applies 
to the allocation of income between expenditure and saving as well. 

Due to the wide applicability of this law, Marshall states in it more general 
terms as follows : "If a person has a thing which can he put to several uses, he will 
distribute it among^ these uses in such a way that it has the same marginal utility." 

Importance ol the Law in Ecoaomks 

The law of equi-marginal utility is very important in Consumption, as can be 
gathered ftom the above account. It is, however, not confined in its application to 
this branch of Economics alone. It is .equally important in the field of Production- 
where the producer is advised, to substitute a cheaper factor of production for a dearer 
one. For instance, if machinery is cheaper than labour, it is substituted for the latter. 
It is known as the Law of Substitution in Production. In Exchange, again, purchasers 
purchase the articles which gives them the greatest satisfaction for the same price 
and thus try to follow this law, In the sphere of Distribution as well, the law has an 
iroporta'nt bearing. The theory of equal distribution of wealth, which is the basis of 
socialistic and communistic movements, is fundamentally based on this law. Finally, 
in Public Finance it is the guiding principle in the matter of revenue and expenditure. 
The applications of the law in the different branches of Economics will receive fuller 
treatment as we proceed further in our studies. 


‘Maistall, Priimplas oj Economios, p. tI9. 
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Modraoees to the Law 

A man, by temperament, tries to derive tbe maximum benefit from his expendi- 
ture and, therefore, tries to follow this law, consciously or unconsciously. There are, 
however, certain forces and factors which hinder the operation of this law in practical 
life. Firstly, a man may not be able to find out the utility he may derive from the 
expenditure of various units of money spent on various heads. This may be due 
to ignorance or due to the absence of calculating habit. Secondly, even if he does not 
suffer from this deficiency, he may not like to do it through carelessness or because he 
may think that all this calculation ■ is not worth the trouble involved. Thirdly, even 
if all this calculation is done, the market price of different commodities may change 
and upset his entire calculation. He may well assume that the price of mangoes will 
remain 12 annas a 'dozen and that of oranges 6 annas a dozen, but he may actually 
find that the prices of both of them have drastically changed.^ Finally, customs 
and fashion also sometime hinder its operation. This point we have discussed in 
detail below. The practical operation of this law is, as such, interfered with by the 
above intruding factors ; though it ohtams in actual life with substantial vigour. 

Ellect of Cnstoms and Fashion on the Law 

Sometimes it is said that customs and fashion have an effect on the operation of 
the law of equi-marginal utility. This statement requites close examination. 

Customs sometimes make the consumption of an article compulsory. It may be 
that the consumption of that article affords little satisfaction to an individual and, 
according to the law of equi-marginal utility he will like to consume another article in 
its place, so as to get greater utility. But customs might be so strong that he may not 
dare do so In that case he may not be ^le to follow the law of equi-marginal utility. 
For instance, in a religious ceremony, a Hindu has to pay a certain amount, in the 
shape of Dakshina and otherwise, to the priest. If he were to spend that sum on the 
purchase of, say, cloth or sweetmeats, he would get greater satisfaction. But the force 
of custom is so strong that this cannot be done. The law of equi-marginal utility is thus 
interfered with. 

If a man follows a fashion against his wish, the same result would follow, i.e„ 
the law of equi-marginal utility will be disturbed. A college student may not like to 
buy a tie but to purchase butter Instead ; but it may be a fashion to have at least one 
or two ties and he might have to purchase a tie. In this case, he would spend money 
on an article which gives him less satisfaction and not on the other which would yield' 
greater satisfaction. This would be against the law of equi-marginal utility. 

It should be clearly remembered, however, that the law of equi-marginal utility 
will be disturbed in practice only if one has to follov a custom or a fashion forcibly and 
against his wish. If a man respects custom or fashion, it means that expenditure 
according to either of them gives him considerable satisfaction in accordance with the 
law of equi-marginal utility. 

In actual practice in this country, only few people are prepared to break 
customs ; but most of them willingly follow a fashion. This applies at least to educated 
persons.' We can, therefore say that in actual practice while custom interferes with 
the law of equi-marginal utility fashion does not distutb,it. But this statement is true 
in a very general sense and applies to educated persons only. 


°II ihe price rises, the amount of commodity that can be purchased for a unit of money will decrease 
and marginal utility of that commodity will follow suit. Opposite results will happen in the ease ol a deciease 
in price. 
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iirrEODuoTiON to economios 

TEST QUESTIONS 


■ ■ I. Explain and illustrate the law of Equl-marslna! Utility. Represent It diagramma'ically. 

2. Is the Law oi Equi-marglnal Utility applicable to a large number of practical problems; Discuss 

fully* 

3. Show the importance qI the Lewd Equimarginal Utility in Consumption, Production, Exchange, 
Distribution and Public Finance. 

4. Does an average man iollow the Law of Equi-marginai Utility in 'practice ? What are the hindrances 
disturbing its operation 7 


EXAMINATION QUESTIONS 


U. P, Board 

1, Explain that the expenditure oi our income is governed by the law ol equi-matginal utility, 

(I. A.. 19)5) 

2. Jilou have two rupecs.to spend on three commcditics. A, B end C. Mow would you distribute your 
money between them it their marginal utilities are as given below and each unit of a commodity costs annas 


two ? Give reasons lor your ansvrer t 






A 

SO 

‘ 45 

39 

84 

30 

25 

21 

' . B 

40 

38 

3S 

31 

26 

20 

14 

C 

8S 

32 

27 

23 

19 

IS 

10 


(I. A., IP40) 

8, ‘‘Economic expenditure involves distributing the income in such a way as to secure the greatest 
possible amount ol satisfaction " Explain and give examples. (1. A,, 1939) 

4. What advice would you give to your sister In the matter ol the regulation of her domestic expendi- 
ture with a view to maximum satisfaction. (I. A., I93S) 

5. State clearly the law of satiabllily of wants, Canyon deduce from It any law lor the guidance of 
people's expenditure 7 Illustrate by an example. (I, A,, 1930) 

6. What practical advice could you give to a coolie or a common peasant who may seek for your 
guidance in the matter of his regulation ol expenditure 7 t^ve examples. (I. A., 1929) 

Rajputana Board 

7. Slate and explain the Law of EquI-marglnal utility. How does this guide day to day expenditure 
of a person. (I. Com., I944j 

8. Explain the Law of Substitution in consumption and show how it is modllled by the intluence of 
‘ custom or fashion. Give examples from India. (I, A., 1944) 

9. Explain the law ol Diminishing Utility. A house-wife has an Income ol Rs IS, The utilities mea- 
sured in annas of the successive units of the articles to her are as follows t 


Of bread 

28, 

26, 

20, 

16 

annas 

Of meal 

24, 

20, 

16, 

10 

annas 

Of tea 

22, 

18, 

6. 

2 

annas 

Of sugar 

20, 

IT, 

16, 

6 

annas 


If each unit costs Re. I, how many rupees would she spend on the various items 7 Would she save 
any rupee 7 (I. A., 1933) 

Patna Univeriity 

... . ID. Explain with examples the principle oi equi-marginai utility. [I. A., 1942, Annual) 

II. Explain the principle ol Substitution In relation to consuiuption and production. 

(I. Com, 1944, Supp.) 
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12. On What piindplH should a person tesulale Ms expenditare in order to obtain the naximum satis- 
faction from It t How far does custom or fashion stand in the way of foliowinp the principle 7 

(I. Com., 1942, Annual) 


Other Examinbg Bodies. 

18. I have twenty-one laddui. I wish to distribute them among four persons A. B. C. and D. in such 
a way as to gel maximum utility. The marginal utilities of the laJdiu to eaeh ot the persons are noted beiow. 
State how i shouid proceed to distribute the inddus. How many will each obtain 7 What will be their total 


utiiily 7 

1 

2 

3 

4 

s 

6 

7 

8 

A 

IS 

13 

11 

9 

7 

S 

3 

1 

B 

20 

16 

13 

to 

8 

4 

1 


C 

13 

10 

7 

4 

2 

1 

- 

- 

D 

' 25 

21 

18 

IS 

12 

8 

6 

8 

(Pooiab,I.A„ 1937] 


14. "Economic expenditore involves distributing the Income In such a way as to secure the greatest 

possible amount of satisfaction.’' Explain and give examples. (Delhi, I. A., 1989) i 

15, The following table shows the ulHities derived by a person by spending money per week on butler 


and sugar 

Pence 

Aggregate utility 

Marginal utility 

Aggregate utility 

Marginal utility 

ot bullet 

ot butter 

of sugar 

ot sugar 

1 

10 

10 

9 

9- I 

2 

18 

8 

16 

7 

3 

24 

6 

20 

4 

'4 

29 

5 

28 

■ 3 

5 

32 

3 

25 

2 

6 

34 

2 

26 

1 


(a) Suppose this person had.9 pence a we ek to spend on butler and sugar. How should he lay It out on 
these two articles so as to get the maximum amount at satisfaction 7 

tb) Is there any economic law according to which such distribution Is made 7 (Delhi, I. A. 1984) 
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CONSUMER’S SURPLUS 

Only where the stage has been reached of possible comiort ol some choice in the direction of exoenii - 
ture, can'there be anything in the nature'ot a real surplus ol satisfaction for the consumer, Taussig. 

When we‘ purchase a commodity for consumption, we hope to gain some utility 
by consuming it ; at the same time, we lose some utility in the shape of the price we 
pay for it. In the beginning the utility thus gained happens to be mote than the utility 
thus lost ; and we usually go on purchasing a commodity so long as the utility derived 
continues to exceed the utility lost. The utility derived from successive units of a 
commodity, however, goes on diminishing by and by and sooner or later the utility 
derived equals the utility lost, at which point we stop our purchases. It will be unwise 
to push purchases beyond this stage since we now stand to lose mote utility than what 
we can gain. 

Now, in the case of each unit purchased, except the last one, we have derived 
more utility than what we have lost. The surplus utility or satisfaction, which is thus 
acquired by the consumer, is known as the ‘Consumer’s Surplus’. Consumer’s surplus 
can be defined as follows s "Consumer's surplus obtained by a person from a commodity 
is the difference between the satisfaction which he derives from it and that which he fore- 
goes in order to procure that commodity"^ 

The satisfaction that a consumer obtains from the consumption of an article 
may be measured by the price he would have paid for it rather than go without it j while 
the satisfaction he loses in procuring a commodity is measured by the price he actually 
pays for it. As such, the cousumet's surplus is sometimes defined as the excess of what 
a consumer would pay over what he actually pays. 

Farther Esplanation 

The concept of consumer’s surplus can be explained by four definite statements 
which ate joined to one another connectively. They ate as follows : (1) That we derive 
greater utility from the earlier units and less from the latter units. (2) That the price 
that we pay for each unit remains the same, for the same price rules for each unit of a 
commodity in a market. (3) That we stop our purchases when the utility of the 
thing purchased equals the price paid for it. (4) Hence in the case of all the units, 
except the last one, a surplus of utility shows itself, which is called consumers’ 
surplus. 

When we purchase several units of a commodity, the utility of each unit (except 
the last) exceeds the utility of the last unit. The utility of the last unit purchased 
can be measured by the price paid per unit. It follows, therefore, that the utility of 
each unit of the commodity (except the marginal unit) is greater than the money paid 
for it; in other words, a purchaser derives a surplus utility from the purchase of all 
the units except the last one. This surplus utility is known as consumer’ surplus. 

Consumer’s surplus is mathematically expressed as follows : 

Consumer’s Sutplus=Total Utility (Marginal Utility X No. of units purchased), 
ot,C,S. =T.U,(M.U. X n) 


‘j. K, Mehta, Groundm/if of Bmomios, p. 51. 
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Where T. U. is Total Utility ; M. U. is Marginal Utility ; and n is the number 
or units purchased. This is the way in which we can measure consumer's surplus. 

llinstratlon 

Suppose a man goes to the market, with 5 annas in his pocket with a view to 
purchase some oranges. He thinks that . the utility of the first orange will be egual to 
30 annas ; of the second, 20 annas ; of the third, 10 annas ; of the fourth, 5 annas ; 
of the fifth, 1 anna ; and of the sixth, sero. In the market the price per orange is, 
say one anna per unit. Now he will purchase the first four oranges without any hitch 
because the utility of each of them exceeds one anna which he will have to pay per 
unit. He will also purchase the fifth orange : he will derive one anna worth of utiUty 
from it, which is also its price ; but he will stop his purchases at this point. In this case 
^ then, he will derive the consumer’s surplus as shown in the following table : 


No,olUnlli 

Utilily pel Unit 

Consumer's Surplus per Unit 

1 

to annas ... 

30-1=29 annas 

II 

10 do. .» 1 

20-1=19 „ 

III 

10 do. ... 1 

10-1= 9 ,, 

IV 

5 do. .. 1 

S-f=* „ 

V 

1 anna I 

1 

1-1= 0 anna ' 


Total Conionei's Sutplussei annas. 



UNITS OF ORANGES 
consumer’s SURFLUS 


Fig. 15. Illusitatins the Consanct's Sutplas. 
(Tilt shaded portion represents consumer’s surplits.) 


In the case of the first orange he 
derives utility worth 30 annas, but he 
pays only one anna for it. The 
surplus utility in this case is 29 annas. 
In the case of second orange similarly 
consumer’s surplus is 19 annas ; and so 
on. The total surplus is 61 annas. This 
is the consumer’s surplus. 


Diagrammatic BepreseatatlOD 

The concept of consumer’s surplus 
illustrated in the above example is repre- 
sented diagrammatically ; 

In this diagram oranges ate teme- 
sented by OX axis and the utility along 
OY axis. OX axis is divided into OA, 
AB, BC, CD and DE, each division 
representing one orange in order. The 
rectangle standing over each of them 
represents the utility that each of them 
yields. The line RS measures the 
price per mango. The portion of each 
rectangle standing above this line repre- 
sentsthe surplus utility. This portion 
is shaded in the diagram. This entire 
shaded portion represents the consumer’s 
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INTRODUCTION TO BOONOMIOS 


surplus-^ The marginal unit does not yield any consumer’s surplus. . 

Marshall’s Explanation 

In explaining the idea of consumer's surplus, Marshall, who is the father of this 
concept, mentions that the price whkh a person pays for a thing can , never -exceed, 
and seldom comes up to thaf'which' he will'be willing' to' pay father than go without it : 
so that the gratification which he . gets ftomiC8''putchase generally exceeds that which 
he gives up in paying away its price and he thus derives from the purchase a surplus of 
satisfaction. The excess of price which he would be willing to pay rather than go 
without that thing over that which he actually pays. Is the economic measure of this 
surplus satisfaction. It has some analogies to rent, but is perhaps best called con- 
sumer’s surplus. 

It is obvious that the consumer's surplus derived from some commodities is much 
greater than that from others. There are many comforts and luxuries of which the 
prices are very much below those which many people would pay rather than go entirely 
without them j and which, therefore, afiord a very great consumer’s surplus. Good ins- 
tances ate matches, salt, an one-anna newspaper, or a postage stamp.® 

Importance ot the Concept 

The idea of consumer’s surplus is of enormous importance in Economics, both 
from theoretical as well as practical points of view. 

The theoretical importance of this concept is that it reveals what substantial 
benefits we derive from our surroundings or environments in the dally life without 


all we subsitule a divisible comaiodUy, say mik, for oranges which are indivisible, onr diagrammatic 
representation will be in the form of a carve as shown here ; 



0 I 2 3 4 b X 

UNITS OP ORANGES 


Fig. 16i 

AA' curve Is the utility curve. PQ line represents the price paid lot five units of Milk. The shaded 
area is the consumer's surplus, 

“Marshall, Prftwipisso/ BenriomtM, p, I24, This benefit, Marshall continues, may be called the benefit 
which he derives from his opti)rtttiiilitt,'ot from his mmronmuts ; or to recur to a word that was in commori 
use a few generations ago from his fonyrrMlHn. Ih/ri, pp. 124-25. 
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being conscious of the same. When we purchase a newspaper, we pay only one anna 
for it ; similarly we pay one pice for a match box. But hardly do we realise that the 
utility of these things is so great that we may be willing to pay, say, ten rupees for 
each of them rather than go without them. The consumer's surplus derived from the 
newspaper is, then, equal lo Rs, 9-15-0 and that from match box to Rs. 9-15-9. 

From the practical standpoints its importance lies in showing the comparative 
satisfaction achieved by a particular class of persons in various countries of the world ; 
or the comparative position of the various classes of people in the same country from 
the_ same viewpoint. For instance, an Indian may be getting only Rs, 100 p. m. in 
India, while he may be able to earn Rs. 200 in- Australia ; but it may be that Rs. 100 
in India may afford him greater consumer’s surplus than Rs. 200 in Australia, In such 
a case it will be wise for him to stay in India. This concept is also useful in finding 
out the effects of certain taxes on different classes of society. When a tax is levied, 
the ptice of the article generally rises. Since consumer’s surplus is the excess of the 
►"price that a man will pay rather than go without it over the ptice he actually pays for it, 
a tax equal to this entire surplus can be imposed. The loss of consumer’s surplus due 
to the imposition of various taxes can be calculated ; and the Finance Minister can, 
then choose those taxes which inflicts the least injury to the consumer’s surplus in 
proportion, to their yield. Again, the consumer’s surplus derived from necessaries 
is greater than that derived from articles of comforts or luxuries ; and consequently 
heavier taxes can be levied on necessaries than on comforts and luxuries from purely 
financial point of view. 


TESI QUESriO.iS 

t. Explain tile concept or'Censumet's Surplus''. Illustiateit diastammatically. 

7 , '91’hat, in your opinion, is the importance ot the concept of'Ca-isumer's Surplus". 

EXAMINATION QUEStlONS , 


U. Pi Boned - 

I. Explain consumer's surplus, and discuss its importance. (I, Com., 1913) 


Rnjpalana Board 

1. Write a short note on consumer's surplus, (I. A., 1943) 

2. 'Vhat is consumer's surplus ? How Is it measured I t/hy does it arise 7 (I, A-, 1941) 

B. What is 'Consumer's Surplus 7 Why does It arise, and how is it measured? (I, Aij-BBS) 

Other Examining Bodies 

1. Examine the concept ot consumer's surplus and discuss how far the surplus is subslanlial. What 
Is the imporlance oi this concept in Economics ? (Bombay, I. A. 1940) 

2, How do you account (or the fact that '‘the most uselul commodities such as bread, salt and water 
are very cheap" 7 State your answer in terms of the general economic law on the snbiect. (Bombay, 
I. Com., 1939) 



CHAI*TEB it 

THE STANDARD OF LIVING 

Sanitation in any accepted sense of the word, is practicaily ponettistent. The public latrine is too 
ollen the bank of a riyer or the margin of a tank..^.Unptotecled veils and tanks, nnsvyept village streets, 
close pent up windovsexc'uding all ventllatlon-ln such conditions does the average villager live, and yet 
observes a remarkably high standard of personal cleanliness and tidiness>— Lt'ttlifligow Riporti 

After studying wants and utility, we may now turn out attention to the subject 
of Standard of Living. The quantity and quality of everything that a man consumes 
is reflected in his standard of living. Standard of living of a person is, as such, the 
index of his economic progress. On the same reasoning it can be shown that the 
standard of living of a nation is the true measure of its economic progress. It is, 
therefore, important to study the subject of standard of living. 

§ 1. STANDARD OF LIVING 


MeaDing ol Standard ol Living , 

Everyone of us consumes certain articles of necessity, comfort and luxury. 
Through long use we become so much accustomed to them that we feel acute pain if 
we miss them. The articles of necessity, comfort and luxury, to which a man becomes 
habituated, constitute his standard of living. Otherwise expressed, standard of living 
signifies the wants that one habitmlly satisfies. 

It follows from the above that the standard of living is, more or less, a matter 
of one’s habit, and, therefore, does not change quickly and easilv. Habit, the so-called 
second nature of man, does not change soon ; and the standard of living of a person 
is more or less fixed. It is, however, comparatively easy to raise the standard of 
living than to lower it. 

In out daily life we often hear and talk about standard of living. Usually this 
term is used in a comparative sense. We occasionally say that the standard of living 
of an Englishman is higher than that of an Indian, and the standard of an American 
is superior to that of an Englishman A higher standard of living signifies the satisfac- 
tion of a jarget number of, and more wisely selected wants ; whereas a lower standard 
of living signifies the satisfaction of few wants which may be unwisely chosen. 
Obviously, the higher standard of living leads to a richer, fuller and materially happier 
life, while a lower standard of living results in poor, incomplete and materially in- 
ferior life. 

Factors Governing the Standard ol Living . 

It is, therefore, the endeavour of every individual and nation to achieve a high 
standard of living. But, what are the factors on which the standard of living depends ? 
These factors are mainly two : (i) the amount of income spent, and (ii) the wisdom with 
which it is spent. Other things being equal, a rich man is in a position to satisfy T 
larger number of wants than a poor man, and therefore, has a higher standard of living.. 
Again, of the two persons, who have equal iiicomes, the one who spends his money 
more wisely will have a higher standard of living than the other. 

Evidently, excellence or otherwise of the standard of living does not depend 
only on the income of a person ; wisdom in expenditure is another important factor. An 
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expensive standard of living, in other words, is not necesiari/j), a high standard of living. 
An illustration may be given to explain this point. Suppose Atma Ram earns Rs. 200 
pet month whereas Babu Ram earns only Rs. 100. per month. Atma Ram may be a 
reckless fellow, spending money on thoughtless objects. He may be addicted to drink- 
ing, cinema and such other habits which may consume about half of his income or even 
more. He may spend the rest of his income in a similarly careless fashion, in taking 
food at hotels, on showy and costly clothes and in consuming cheap luxuries. The 
quality of his total consumption is obviously inferior ; his standard of living will be 
called rather poor. Babu Ram, on the other hand, may be very wise in the matter of 
expenditure. He may spend a fair part of his income on healthy, ana nutritive diet, may 
live in an open house and may wear clean, tidy and durable cloches. He may also spend 
something on education ana save a little for the “rainy, day.” His standard of living 
is, without doubt fairly high. In this illustration, then, though Atma Ram earns twice 
as much as Babu Ram, still the standard of livii^ of the latter is superior to thatof the 
former ; because Babu Ram spends his income very wisely, whereas Atma Ram spends 
it very carelessly. Therefore, it is wrong to argue that a costly standard is necessarily 
a high standard. Unless other things ate supposed to be equal, the expensiye standard 
must not necessarily be a high standard. . 

loportance ol a Bi^h Standard Of Living ' 

In modern times all of us tty to maximize our material welfare ; that is vyhy the 
present age Is often described as the "Age of MaUcia]ism|\ True to the spirit of the 
times, individuals and nations believe thatah^h standard of living is an. ideal which 
should be tried to be achieved and striven for. Whenever any individual finds that he 
can increase his income and raise his standard of living in some way or the other, he 
generally tries to make use of the opportunity. Indeed, there ate persons who do not 
even produce children so that they may be able to maintain a high standard of living. 
As has been wittily remarked, a new couple has to choose between a^car and a babv ; 
and often the car wins 1 What is true of an individual is also true of a nation. The 
modern nations try to harness all the natural resources like waterfalls, forests, mines, 
fisheries, etc., and use other methods to make their people richer than what they ate. 
A nation believing in a high standard of living exploits its resources to the maximum 
degree in the productive operations, thus paving the way for the maximum consump- 
tion for its members. In fact, a higher or lower standard has become the index of an 
advanced or a backward nation respectively. 

There are, however, certain thinkers who do not attach much value to 
progress ; and to whom the spiritual advancement, the advancement of soul and mind, 
is the only worthy ideal to be followed. Such people do not believe in a high standard 
of living. On the other hand they stick to the principle of “simple living and high 
thinking”. Mahatma Gandhi and Tolstoy ate representative thinkers of this kmoI. 
From an economic viewpoint, it can be stated, by way of criticism, that this attitude is 
not helpful for material progress and does not, therefore, receive the sanction of 
economists. Even from a broader standpoint this ideal becomes, at its best, merely 
theoretical. In these days of dire materialism, when human blood is spilt more rtte. 
lessly than water for achieving material objects, no country can hope to keep its head 
high unless it is materially strong. The younger generation of India does not, therefore, 
agree with the Candhian ideal. 

§ Z. STANDARD OF LIVING IN INDIA 

A QuantUative Estimate 

India is one of the poorest countries in the world ; and, as may well be expected, 
the standard of living of its people is very low. The income per capita (i.e., pet head) 

13 
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in this country shows the extent of prevailing poverty. The following table gives the 
estimates of the income pet head given by different economists from time to time : 


yen for which esllmite 
li made. 

' Estimated by 



Income per head in 
Rupees 

ISfiB 

Dadabhoy Natofl ... 

aai 

... 

20 

189748 

Lord Canon 


aai 

.30 

1911 

Sir B, N. Sarnia 



50 

1921 

Shah Khambhatta 

... 

... 

74 

19IB-14 

Vadlaacdjoshi 



44 

191014 

Vakil end Muiaii|an 

- 


58 

1931 

Findlay Shliras 



63 

1937-38 

Sir lames Grise 



. 56 

1925-19 

V. K.R.V.Raa 

Its 

•• 

76 

1931-82 

V. K, R V. Rao , 

an, 

.. 

62 


Sots i— The table includes only impotlenl estimiles. 




The difference in various estimates is due to the difference in the methods of 
‘calculation ; but they all go to show that out standard of living is not high, 

The smallness of income per head of the people of this country can be better 
realised when it is compared with the corresponding figures of other countries of the 
world. The following table gives the comparative figures : 



Country 


Ptr capita Income 

year of the estimate 

British India 

ass 


£ 

7 

' 1931 

Australia 

• M 


98 

1924 

U.S.A. 



89 

1932 

United Kingdom 

MS aaa 


76 

1931 

Germany 

«fl IK 


39 

1925 

.Italy 


aae 

24 

1927 

Japan 

aai III 

... 

14 

1925 


The dire poverty of the people irises a rigidly low standard of living. When 
a man has to support himself, his wife, his children and possibly his parents at less than 
Rs. 10 per month, the diet of the family will be inevitably ilUbalanced and insufficient ; 
the housing condition obviously unsatisfactory ; clothing naturally bare and inade' 
quate; and other wants necessarily starved, Sir John Megow aptly observes, "It is 
useless to tell people to drink more milk, or to eat more fruit and vegetables, unless 
yre can show them how thfse articles can be obtained in addition to and not instead of 
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ISTRObiJCTIOH TO ECOMlOS 


develop weak constitution. They remain inefficient at their occupation and earn 
low wages. What more, they fall an easy victim to the various minor and 
major diseases,- which either prove fatal or render them weaker still. Children 
of such physically bankrupt persons are also very weak and ineffi;ient. Many of 
them swell the figures of the infantile mortality, while the survivors are made worthless 
by the want of proper nourishment and sufficient clothes, of proper education and 
necessary training. When they grow to manhood, they join the rank of unskilled 
labourers earning just a few annas per day, if they luckily get a job somewhere. Their 
poverty leads to their inefficiency, and their inefficiency to their poverty. This is the 
vicious circle in which the masses of the country have been enveloped, and from which 
en escape must be made. It will, therefore, be instructive to study the causes of the 
low standard of living in India. 

Causes ol Low Standard ot Living 

(1) The most obvious and the most important cause of the low standard of living 
is the poverty of the masses. As shown above, people ate so poor that they sometimes 
find it difficult even to keep their body and soul together. 

(2) Illiteracy of the masses is also an important cause. Wants increase with a 
spread of knowledge. The absence of literacy among the masses narrows down their 
vision to such a great extent that many of them find themselves perfectly satisfied. 
But there is graver danger which illiteracy has brought about. This is the danger of 
unwise expenditure which is very often met with in our villages and industrial centres. 
Much expenditure on superficial festivities, on marriage and death and litigation, on 
drinking and cheap knick'knacks, can be curtailed with a salutary effect on the standard 
of living. 

(3j Customs and fashion have a determining influence on the standard of living. 
A man’s demand for goods depends upon the mode of life which custom and fashion 
in his class of society have made him accustomed to, and much less upon his individual 
tastes and liking. A professor and a businessman, having the sathe income, are bound 
to have different types of living. The professor will dress himself well, live in a decent 
house, have a good library and give himself up to occasional recreation like cinema- 
shows by ay of mental diversion; while the businessman will devote a better part 
of his time, money and energy in promoting his business connections, himself leading 
a simple life with as few diversions from business as possible. 

(4) The religious and social ideals of the country also favour a life of frugality 
and simplicity, based on the principle of “simple living and high thinking”. The 
eiiiphasis on this principle by Mahatma Gandhi has increased the importance of this 
factor as an obstacle to a rise in the standard of living. Under the recent Congress 
regime, we found Congress Ministets traveling third class, drinking tea for two pice 
per kullarh and tiding in ehkas for one anna per passenger. The example thus set by 
them has had a lasting effect on certain sections of the people. 

(5) Absence of adequate and efficient means of communication and trarisport and 
the lack of contact between the backward and progressive sections of the country 
ate the other causes of the low standard of living in this country. 

(6) Physical factors are also partly responsible for the low standard of living, 
Due to hot climate, people have few wants. The wants for clothes is'not pressing 
since during the summers practically no clothes are necessary, while during the winters 
the warmth of the burning fire keeps the body active. Big houses are not essential, 
since court-yards inside ot in front of the houses ate quite comfortable in summer, while 
the accommodation of all the inmates in a few rooms in winter does not appear to be 
unpleasant. 
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in a town, however, there are slums and slum-dwellers who lead a very miserable and 
Ijoor life. The towns contain only 10 per cent of the entire population of the country j 
about 8 pet cent of them may be said to have had a high standard. It is, however, the 
villages where 90 pet cent of the people of the country live. Conditions in villages ate 
not better than before ; in fact, they have deteriorated in many respects. High land 
revenue, usurious rates of interest and such other causes have reduced labourers to 
semi-starvation, which is comparatively a new phenomenon. Obviously, the standard 
of living of only 8 pet cent of the people has increased in recent times while in the case 
of the remaining 92 pet cent it has either, not improved or has actually deteriorated. 

Standard of Living In the Post-War Period 

The Second Great Wat has ushered in a new eta in the thoughts, aspiration and 
hopes of the people all over the world. Flans of post-war reconstruction and develop- 
ment have been made in almost every country of the world and everywhere the key- 
note of such plans is raising the standard of living of the masses. Progressive and 
powerful countries like U. S. A. and U. K. also believe that their own salvation in 
the post-war period lies in improving the standard of living of the people of 
backward countries ; and countries like India may hope for something definite in this 
direction. Apart from it, “Eight Industrialists,’ of our country have recently published 
a Plan for the Economic Development of India, which envisages the raising of our 
standard by at least two-fold within 15 years. The reception received by the plan in 
Governmental and non-Governmental circles augurs well for the future. 

This has been followed by the People's Plan and Gandhian Plan. The more 
important matter than framing a plan is to put into execution ; and it is in the latter 
direction that considerable difficulties exist in India. 

TEST QUESTIONS 

1, What is meant by 'standard of livinj'? '^hat ate the factors which govern it? Show the 
Importance ot a high standard of living.. 

2, Write an essay on 'The Standard of Living In India'. 

3, tlas OUT standard ol living been rising ? Discuss fuiiy. 

EXAMiNATiON QUESTIONS 

1. Discuss intelligently the inHoence ol climale and customs on the standard ol living. (U. P. 

Com., 1933) ’ 

2 . Write short note on standard of living. (Rai., 1943) 

3. Deflne 'Standard ol living.' What is its connection with consumption and production? (Delhi, 


1937) 
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The most important 
group of items of 
expenditure in a family 
budget is Food, The 
total amount of income 
spent on food varies 
from about 5 pet cent 
to about 60 pet cent. 
Clothing is the next 
important group ; about 
18 pet cent or one's 
income is spent on this 
object. Lodging claims - 
12 percent and Heat 
and Light ■ another 5 
per cent of one's in- 
come. Education, taxa- 
tion, health and ser- 
vants are other items 
of expenditure. 


§ 2. ENGKL’B LAW 
( F CONSUMPTION 

Important studies of 
family budgets have 
been carried on in 
various countries of 
the world. Probably 
the most important of 
such studies was made 
by Dr. Engel in the year 1857 in Saxony (Germany). He divided the families living in 
Saxony into three classes: the labour class, the middle class and theSwell-to-do class. The 
main items of expenditure were classified by him into the following groups : (f) Food, (ii) 
Clothing, («i) Lodging | (i») Heat and Light, and (v) Education, Health and Servants. He 
tried to find out the percentage of income spent by each class of families on the various 
heads. The result of his investigation is presented in the following table 


1 

1 Percentage ol its income spent by- 

Items of cxpeiiditure 

Labour class 
family 

Middle class 
family 

Well-loJo 
(lass family 

1. Feed ’ 


ss 

JO 

2, Clothing ... 


18 

18 

3. Udging „. 


n 

12 

4. Heat and light 
i, Education, health and servants, 
etc. 


5 

5 

s 

10 

ij 

Total 

too 

ICO 

too 


- tlht abpve table has been simplified from the ortsinal given by Engel. As the latter has adteit as p 



Fig. 17. Illastratlng the expenditure of a IniP'ly. 
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As is cleat from the table, Engel discovered that, as the income increases— 

(1) The percentage of it spent on food decreases ; 

(2) The percentage of it spent on clothing, lodging, and heat and light 
temains the same ; 

(3) The percentage of it spent on education, health and servants etc,, 
increases. 

Briefly, it may be stated that os the income of a family increases, the percentage of 
income spent on food decreases, that spent on clothing, lodging, heat and light remains 
unchanged and that spent on education, health, sermnts, etc,, increases. This is lOiown as , 
the Engel's Law of Consumption, 

Diagrammatic BepreseatatloB 

In Fie, IS on p. 106, the height of the rectangles shows the percentage of income ; 
and their width, the amount of income. The first rectangle is the widest and represent 
the lichest family ; the last rectangle is the least wide and represents the poorest 
family. 


guide and a standard oi eornpaiison to later Inquiries and occupies a unique position in Economics, il may be 
produced below t 


Proportions ol the eitpendituie of the family ol- 




1 

■ 1 

3 

items of expenditure 


an Income ol 

45% to C-0% 
a year 

Workman with 
an Ircome ot 

90% to 120% 

Middle class 
person vlih an 
income of 

50% to 200% 

1, Food only 

**t 

620 p.c. 

I5'0p.c. 

5D'0 p, C. 

2, Clothing ,H 


ie'0p.c. 

IB'Op.c. 

18'0 p. C. 

a. Lodging 

- 

iro p, c. 

120 p. C. 

I2'0p, C. 

A, Light and iuel 


50p.c. 

J'Op.c. 

5'0 0 . c. 

S, Education 

H* 

2'Op.C. 

Wp.C. 

5'Ip.C. 

6. Legal protection 

IK 

I'Op.C. 

2’Op.c. 

S'Op. c. 

7. Cate of health 

**■ 

1-Op.C. 

2'Op. c. 

O'O p. c. 

8, Comlori and recreation 

... 

I'Op.C. 

2-5 r.C. 

5'J p, c. 

Total to* 

1000 r-c- 

lOOO p. C< 

100 0 p. c. 


14 
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The amount spent on food by the rich family constitutes only SO pet cent of its 

income ; that spent by 
middle class family, 55 pet 
cent ; while that spent by 
the poor family, 60 pet 
cent. The bars are marked 
likewise. But this does 
not mean that the total 
amount of money spent 
by the rich family on food 
is least, and that spent 
by the poorest family, 
the biggest. It cannot be, 
for though the rich family 
spends only. SO per cent' 
of its income on food, 
that income is very large 
as such, this amount is 
larger than the amount 
spent by the poor family 
on the same object. This 
point can be easily under^ 
stood from the diagram. 
The total amount spent 
on various heads is repre- 
sented by the divisions of 
rectangles ; and the first 
division of the rectangles, 
representing the amount 
spent on food, is biggest 
in the case of the rich 
family. Similar considers' 
tions apply to other items . 

Fij. IS. iiiuihatirg the Ergei's Uw. of expenditure. 
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§ 3. THE IMPORTANCE OF FAMILY BUDGETS 

The preparation and the study of family budget sis of supreme importance in 
Economics. Not only in the field of Consumption, but also in the sphere of Production, 
Exchange and Distribution, their importance is being realised with increasing force. 
. Family budgets have profound importance to householders, economists, statesmen and 
I social reformers alike. 


Importance to Honseholders 

The family budgets help a householder to follow the principle of equi>marginal 
utility. If'he has no family budget, he might spend his income unwisely. For instance, 
he might spend its major pact in such recreations and luxuries as cinema 'Shows, crosS' 
word puzzles and other things of like description with the result that adequate amount 
may not be left for taking cate of other important items of expenditure. But if he 
keeps a family budget, he will at once detect that there is a big amount standing 
against the item of recreation which can be curtailed with advantage; and if that sum 
is spent on other useful objects, he will gain in total utility. 

Not oniy this, it also enables him to distribute his income proportionately 
between expenditure and saving. Helmay be spending money so recklessly as to leave 
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vety little for contingencies and old age j or, he might be saying so much as to lead a 
life of hardship and misery. If he has a family budget before him, the picture of his 
present and future requirements will come up before him and he will be in a position 
*0 dtoribut,e_mone.y_prudently between expenditure and saving. In these ways and 
others, "family budgets help~taniSiSliol3er8 to derive maximum satisfaction out of their 
income. 

Importance to Economists 

Family budgets ate useful not only to householders but also to economists 
inasmuch as an important portion of their study is founded on the bed-rock of family 
budgets. 

(1) The study of family budgets gives an idea about the economic position of 
the people of a country. It gives definite figures of the quantity and quality of com- 
•modities consumed by them and shows the stage of their mental progress. Family 
budgets enable economists to compare the economic positions of different classes of 
people in the society They give an accurate idea of the disparity in the financial 
standing of the poor and the rich and go to make a case for an equitable distribution 
of wealth and income. Sometimes this comparative study takes into account the economic 
conditions of the people of two or more than two countries, which bears valuable fruits 
at times. Comparison of the conditions of the working class in America, England and 
Japan with that of the working class in India, at the present moment, leads to many 
important conclusions regarding the connection of income to efficiency, welfare and 
other sets of economic relationship. 

(2) A study of family budgets of a class of persons of a country enables an 
economist to find out whether the amount is being spent by that class of persons wisely 
or not If not, where does the defect lie and how can the people be made to detive 
greater benefit from the expenditute. 

(3) Family budgets also show the taxable capacity of different families. They 
show how much amount is spent on each head, whether that distribution of expenditure 
is prudent or reckless, what Is the amount of savings, etc. Such knowledge is usefuP 
in deciding the magnitude of taxes. 

(4) Family budgets provide the taw material for the construction of various 
index numbers, as for example, the cost of living index numbers. The latter index 
numbers give a correct idea of the cost of living of, say labourers ; and suggest the 
minimum wage which must reasonably he given to them. They may, thus, go a long 
way in setting labour disputes over the wage question and prevent much loss resulting 
from unnecessary strikes and lock-outs. 

(5) Family budgets are also important because certain economic laws are based 

on their study. The E' gel's Law of Consumption, discussed above, is one instance. 
It is just possible that further study of family budgets may result in the formulation 
of similar other laws. ' 

Importaoce to Social Belorniers and Statesmen 

Social reformers derive much inspiration and lessons from family budgets. To 
give only one instance, they discover from family budgets the extent of richness in the 
country, the extent of poverty in it, and the extent of difference in the position of the 
rich and the poor. The budgets may also give an idea of the causes and nature of the 
social degradation and misery of the masses and the superficial and plentiful existence 
of the limited few. They may even make it the basis of a movement in favour of 
equitable distribution of wealth and income. Similarly, statesmen can make it the object 
of their activities and bring about a reform in a decisive fashion through taxation and 
other legislative measures. 
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§4. THE STUDY OF INDIAH FAMILY BUDGETS 

So important is the study of family budgets that it has been carried on in varioiM 
countries of the world with complete thoroughness and with great advantage. In India 
too study has been done, but only to a limited degree. Important studies have been 
made from time to time by the Labour Office, Bombay. Under the auspices of 
the Board of the Punjab, studies of the family budgets of cultivators have been 
made. In U. P. some studies have been earned on by the Labour Office, Cawnpore 
and also by some committees like the Labour Committee, etc. Some impOTtant 
investigations have also been done independently. Of all the studies, we shall like 
to make a mention of those of Major Jack and Professor G. Findlay Shirras. 

Major Jack’s Stndjr 

Major Jack studied the family budgets of the people living in Fatidpur district- 
in Bengal. This was the pioneer work and is considered ro be contribution to Indian 
Economics The line of study followed by Jack was different from that of Engel, but 
on the whole it confirms Engel’s conclusions. For instance. Jack found that the 
agriculturists living in comfort spend about 58 per cent of their income on food while 
those who live in poverty spend 60 per cent of their income on this item. The difference 
between the percentage is not wide because the financial position of the agriculturists 
living in comfort does not materially differ, according to Major Jack’s classification, from 
the position of those living in poverty. 

Findlay Shirras’ Stndy 

Findlay Shirras collected the budgets of working class families of Bombay in 
the year 1921>22. He found chat the workers who earned less than Rs. 30 per 
month spent about 60 pet cent of their income on food ; while the workers who earned 
about Rs. 80 to Rs. 90 pet month spent about 53 pet cent of their income on this item. 
As such, the percentage of income spent on food decreases as income increases. His 
uitudy also confirms the truth of the Engel’s Law. 

These studies are only preliminary. There is a rich, varied and virgin field for 
other similar studies. It is hoped that in near future, this gulf in the study of Indian 
economic problems will be bridged over, properly and efficiently . 

Studies During and fitter War 

The War gave a great stimulus to the study of family budgets in this country. 
The most important work has been done by the Labour Department of the Government 
of India by opening a separate section for collecting family budgets of workers and 
constructing Cost of Living Index Number on a very large scale. Studies relating to 
middle-class people have been conducted by the Bombay Gujrati Association, Punjab 
Board of Economic Enquiry and U. P. Government, In many wartime studies, the 
need of studying family budgets has been repeatedly realised and efforts have been 
made in this direction. The lessons learnt during the war are being reinforced by the 
talk of post-war development of India. We ate definite that in the post-war period, 
a study of family budgets would acquire a new importance and stimulus. 

TEST QUESTIONS 

1. What do yoD mean by a family budget 7 Give a specimen form of a budget, 

2. Explain Engel's Law of Consumption. Give a suitable diagram to illustrate your answer. 

3. What is the importance of the study of family budgets ? Discuss In detail. 

4. Do yon know ol any study of family budgets made in this country? Does it confirm the 
tngel I Law r 
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ll, P. Board 

Ii Wat are lamily budgets ? Why ate they eausltucted? Ate thete any lavs that govttn the 
expenditute ol latge aud small incomes on family budgets? (I. A., IPU) 

2. Make a family budget of a shoemalcet of Cawnpote having an annual income ofRs, 800. Cleatfy 
show how the vatious items of the budget will be altected if his annual income wete to inctease to Rs. 9,000 
(I. A., 1943) 

3. Wat ate family budgets ? Dtaw up so Imaginaty family budget of a cletk getting Rs. 40p. ffl. 
giving only the main heads of expenditute, and illustiatc by means of a diagtam. (LA, 1941) 

4 Stale and explain Engel's Law of family expenditute, How fat Is It applicable to Indian conditions? 
(I. A., 1940) 

S. What ate family budgets? ffthat puiposes do they setve (a) to a householdei, (b) to the 
economist (c) to a social tefotmet ? (I. A., 1928 ; 1938) 

9, ‘The latgci the income the lowei the petcentage spent on the putchnse of articles of necessity.' 
Justify the statement, (I, Cnm,, 1945) 


Rajpulana Board 

7, State Engel's Law ol Consumption. (Ralpnlana, 1932 ; 1943) 

8, Demaicate the component parts ol a family budget. 'Would you suggest that an Indian woiklng 
man's budget follows Engel's law of consumption ? (Raj , 1942) 

9, Ifhat ate family budgets ? (Rajputana, 1935) 

10, What Isa family budget? What ate the main items included in it? Give' any typical budget 
you may have studied (I. Com., 1945) 
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PRACTICAL WORK ON FAMILY BUDGETS 

It is a very inpottant, but also dlliicull task to ascertain the proportions in which the- dliferent classes 
of society distribute their expenditure between necessaries, comforts and luxuries ; between things that provide- 
only present pleasure, and those that build up stores of physical and moral strength ; and lastly between those 
:which gratify the lower wants and these which stlmula'e and educate the higher wants,— JVonhitU 

t Enough has been said in the previous chapter on the importance of the study 
of family budgets. In our country much attention has not so far been paid to such 
practical studies'. It is necessary for us to collect and study family budgets on a large 
scale and to derive the important information which they ate- capable of yielding. 
Important hints are, therefore, given below to aid the practical worker in this field 
of study. 

The Collection ol Budgets 

India is a country of the illiterate. The masses of the country lack the ability 
to, prepare the family bud.ets and to realise their importance. Even the educated classes 
seidont prepare them. As such, the person desiring to gather family budgets in. this 
country has to collect facts and information directly from the individuals concerned 
regarding their income and expenditure, and to frame the budgets himself. This task 
involves sevetal difficulties and requires great skill. 

§ 1. COLLECTION OF FACTS AND INFORMATION 

The collection of the basic material required in the pteparation of family budgets 
being a delicate and responsible task the worker in this field must take requisite pre< 
cautions if he wants to collect material of high quality. 

Instructions lor Preparatory Work 

Before starting on the actual work of inquiry from the persons concerned re- 
garding their income and expenditure, certain preliminaries have to be gone through. 

(1) First of all you should be very clear as to what is the object of your inquiry. 
What it is you want to gather information about— you should be very cleat on this 
point. If you have a clear notion of the object of your inquiry, you will escape the 
error of collecting irrelevant information which you might have to discard later on ; 
or the possibility of neglecting some valuable information which could be easily 
collected. 

(2) You should also be cleat as to the unit of investigation. If you want to 
collect family budgets of cultivators then your unit of investigation is the cultivator 
and you must define exactly who a cultivator is. Is a man who catties on only agticuU 
tuie and no other business a cultivator ? Or a man who carries on agriculture along with 
some other occupation is also a cultivator ? Difficulties may arise in apparently simple 
cases. For instance, if you want to collect family budgets of married and unmarried 
persons, and if you have not defined a married and unmarried person skilfully, you may 
not know in which class prostitutes should be put. Once you have decided what is 
the unit of investigation, you should stick to it faithfully throughout the course of your 
inquiry. 



PRACTICAL WORK OH FAMILY BDDQBTS 


Hi 


(3) You should also prepare a list of all the questions which you want to put to 
the informant. You should not forget that your informant is usually an illiterate 
and uneducated person and can be of help to you only if you can come down to the 
level of his mental development. Your questions should be as simple as possible, in 
thought and expression, so that their meaning can be grasped with little or no difficulty. 
!^e questions should also be few so that you may not burden the informant. They 
should not, moreover, be personal and inquisitive lest they might become displeasing. 
It is advisable to divide the questions in various groups and arrange them in a logical 
and connected manner. 

Instractioos lor Fljsld Work 

This preparatory work being done, you have to goto the informants to collect 
the necessary information. If you are to collect the budgets of labourers, you will have 
to go to their quartets. If you want information about cultivators, you will have to 
goto their villagesf Wherever you go, you should be very cautious that. by your dress, 
language or manners, you do not arouse in your informants a sense of suspicion. If 
you ate dressed like a sahab, feel shy in speaking the local dialect, and ask a question as 
if you ate some officer, they will not care for you and may not give , any information, 
or may give wrong information. They might suspect that you have been sent by the 
Government to increase the land revenue, and may, therefore, understate their income 
and exaggerate their expenditure. Your investigation will be wrong and vitiated as a 
consequence, and will be useless. Tty to imbibe their spirit, their mode of talking and 
be their friends. Another thing that you should avoid is the display of inquisitiveness. 
If you ate inquisitive and seem to anxious to know about them, they may become 
nervous or suspicious or angry. Assume a perfectly natural way of putting questions 
and subdue your inquisitiveness. 

The questions should be put slowly and logically. After you have asked one 
question, give .them sufficient time' for reply. Generally the answers will be mixed up 
with plenty of irrelevant conversation, and you must put up with it patiently. But be 
carefid not to give too much time for a reply lest the informant might 'COok a story out 
of his imagination. If you feel that the reply is careless or incorrect, you may crosS' 
examine the informant ; but the cross-examination should be very cautious. In such 
a case you may gather the Same information from some third parties also, and if you 
find that the information from independent sources tallies with that given by the direct 
patty, the correctness of your material is definitely confirmed. 

After you have made inquiries and have come back from your investigation 
you should put down the information on paper. Do not try to write out these things 
before the informant. Whatever notes you make after the investigation, may be 
logically written and presented in proper form later. 

QoesUoDBatre and Blank Form i 

'A questionnaire is a list of questions. Sometimes the persons from whom 
information is to be gathered ace educated and can be expected to send dependable 
answers to relevant questions. In such a case a Questionnaire is prepared and sent to 
■them with the request to send their replies. 

When the questions to be asked are simple and little information is required, 
a list of questions is drawn up, and some space is left after each question where reply to 
that question is to be written. Such a form is known as a Blank Form. 

The difference between a questionnaire and a blank form is that the former 
contains many questions requiting lengthy answers while the latter contains only few 
questions which can be answered in short ; hence a questionnaire does not have the space 
where answers can be written— they have to be written on a separate paper— while a 
blank form does have such space, 
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, INTHODDOTION TO BOONOMICg 
§ 2. PREPARATION OF FAMILY BUDGETS 


After all the information is gathered, you have to prepare a family budget in a 
standardized and proper form. The actual form of the budget is to be framed in such 
a fashion that the entire basic material may be systematically arranged and all the 
impoitant calculations may appear in it. You should clearly show how the percentage 
expenditure on a particular head has been arrived at. 


§ 3. DiAGRAMMATIO REPRESENTATION 

The budgets can be diagrammatically represented. The usual diagram for this 
purpose is a rectangle. The vertical side of the rectangle is made to measure the per- 
centage expenditure, so that the total length of the rectangle is taken to be equal to 100. 
Then according to the percentage of income spent on various heads, rectangle is divided 
into various subdivisions, each subdivision representing tne expenditure on a particular 
head. These subdivisions are coloured or shaded or made distinct by different kinds of 
hatching. 

A complex diagram is sometimes drawn when the length of the rectangle is made 
to measure the percentage of income, while the width measures the actual amount of 
income. This diagram is usually made use of for comparative purposes. For an 
illustration, see Chapter 18, p. 141, ante. 


§ 4. FORM OF A FAMILY BUDGET 

A family budget prepared by the student should be in proper form. The actual 
shape and structure of the budget is not fixed. Different forms will be found given 
in various books and several others can be thought out. Below is given the form used 
in the Subsidiary Inquiry (Census 1940-41) into the Family Budget, Composition and 
Specific Fertility of Middle Class Families. 


INCOME AND EXPENDITDRE'^ 


A, Income received during the month of. 19i 


Source of income 

<0 

C? 

d 

3rd week 

0 

0 

a 

Best of the 
month 



Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

1. 

Salary and Fees 






2. 

Business 






3. 

Gifts or Gratuitous Receipts 






4. 

Miscellaneous 







Total 







*1 am Indebted to Bhagwas Sahay Esqc., I,E,S„ for ibis fotn). 
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B. Expenditure incurred during the month of...,.,,, ,194 , 


[terns of expenditure 

1st week 

2nd week 

V 

CO 


§ 

s 

o 

SI 

■*» 

' 0 

•p 

. g 

P3 

Total ior. the month 

i 

r(a] Cereals and pulses ... 

1 (6) Milk 

1. Food ^ (fii Fruits 

I [d) Smoke, drink and pan 
[(e) All other articles ... 

2. Clothing includingjhead and footwear 

bedding, etc. 

''(a) Rent and maintenance 
charges 

„ „ (6) light, water, fuel and 

3. House sanitary expenses.. , 

1 (c) Furniture and house. 

( hold equipment ... 

4. Education _ 

5. Medical 

6. Servants " 

1, Ceremonial and social expenses 

8. Recreation and travelling 

9. Payment to dependents living out- 

10. PaynlntfW“’" ”• 

of'debts|(jj Principal 

11. Running expenses over business ... 

"^12. Investment 

13. Miscellaneous 

Total 

Rs. 

Rs. 

Rs. 

Rb. 

1 

Rs. 

Be. 

! 

i 


l^ 


Total ior. the 
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A more elaborate form is the one used by the i..entral Bureau of Econo- 
mic Intelligence, United ^Provinces, in an inquiry into family budgets of mill 
workers in the United Provinces sometime back. The tables given below are 
very thorough and systematic : 
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V. OLOTHIlfG AND FOOTWBAR 


Article 

No. 

Cost 

Life 

Cost p. m. 

(0) MEN 

(11 Dhoti 
(%) Pyjama 
(il) Shirt 

(4) Saluka 

(5) Waistcoat 

(6) joat 

(7) Underwear 

(8) DhuBa(Lahi) 

(9) Napkin 

(10) Rumal- 

(11) Socks 

(12) Shoes 

(13) Chappals 

(14) Safa 

(15', Cap 
(16) 

Total, M. 

(6) WOMEN 

(17) Sari 

(18) Pyjama 

(19) Lahanga 
(sO) Shirt 

(21) Saluka 

(22) Urhni 

(23) Buika 

(24) Ohappal 

(25) Stockings 

(36) 

Total, 'W, 

(c) OHILDREW 

(27) Dhoti 

(28) Sari 

(29) Lahanga 

1 


Rs. a. p. 

Months. 

Rs. a. p. 





•' tiraRODDCTION TOTSCOHOillOS 



IV. HOUSEHOLD REQUISITES 
Including receipt from home 









PBJCtoAjj WORE OK PAMlLT BtjpOEl?8 11? • 


VU. MlSOELLAKEODS 


-Item 

Cost 

(1) Sweeper 

(Z) Barber 

Rs. a, p. 

(3). Dhobi 


(4) Soap 


(5) flair oil 

(6) Medicine 


(7) Education 

(8) Conveyance 


(9) Travel . „■ 

■ . V 

(10) Tobacco 

(11) PanSupari 

(19) Intoxicants 

\ 

•r.! 

( ) 

(13) Aboreatlon 

(U) Ceremonials 

(15) Remittances 


(16) Postage 

(17) Subscription. 

(18) Newspaper 

(19) Litigation 

- 

(90) Interest 

(91) Debt 

\ 

(22) . , 

' ' • ■ ' Total 
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INTB' DUCTION tO BCO^OMlOfl 
§ 5. family BUDGttT OF A MILL WORKER* 


Below is given a family budget of a mill worker. This budget has been 
prepared under the supervision of Dr. E. B. Gupta, Labour Offloer, U. P. and is 
based on actual figures. 

(1) Industrial Centre... ......Ahmedabad, 

Name of the head of the family Ram Das. 

Religion and caste Hinduism, Chamar. 

Age 40 Years. 

Province and district of origin ,U. P. Jalaun. 


Cause of Migration Poverty and Indebtedness. 

Time of Migration C. 1899. 

Period of (a) Subsequent employment X. Y. Mills from 1899 to Dec. 

1927. 


(6) Unemployment-d;ie to Re-employed in March, 1928 
sickness from January and since then working in 
1928 to February, 192i the X. Y. Mills. 

He remained here dur- 
ing the period. 


(1) Size and Composition of family— 



Numbers 

Age of— 

! 

Relationship to the 
bead of the family. 


d 

« 

d 

§ 


Q-irls 

Boys 

Girls 

Wage-earners ... 

1 

... 

... 

... 

... 

... 

The head of the 
family. 

Dependents residing 
with wage-earners. 

... 

2 

1 

2 

12 

years 

... 

His mother, wife, 
2 daughters and 
1 son. 

Dependents residing 
elsewhere. 

... 

1 

, - 

... 

... 

... 



*I express my gratitude to Dr. R. B. Gupta. Labour Oificetj 'Governneot of the United Provinces, who 
very kindly spared it lor intiusion in this book. 









PSACTICAL WORK ON FAMIL'? BUD8KTS 


119 


(3) Normal monthly family income.’. 


Occupation* of each wage-earner 

afe 

.d 

§ 

e 

'S g 

9 

(t; bl 

V a 

5 ^ 

-•o 

(Q By 

9 K 

(fi ® 

^ S 

CS 9 

®5 0 

|8S 

— 

Monthly overtime 
pay 

Additional earn- 
ings, if any, with 
source 

Total 







Men (1) A weaver in the X. Y. 

Bs. a. p. 

Bs. a. p. 

Bs. a. p. 

Bs. a. p. 

Bs. a. p. 

Milk 

(2) 

(3) 

Women (1) 

(2) 

(3) 

A 

Boye (1) 

(2) 

(3) 

Girls (1) 

.(2) 

(3) 

25 0 

22 0 0 


6 11 4 
(Bonus) 

23 11' '4 
Piece 
wages. 

Total amount of family income... 

25 0 0 

22 _|) 0 

... 

6 11 4 

28 11 4 


•Oceupallon-Tke desttipllon ot Itie oeapation shoald bmdeBolte as possible. Thos Cotton Mill 
worker Is loo neneial. The particular oeeupatiei! should be speeillcd, tor example, cotton wea*e| orcottoii 
ipinoeii ot again, apt megbanlc but Wlei, black'inith, eit, whatever It is. 
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INTEODUOTION TO ECONOMICS 
EXfENDlTDRB ON FOOD,' FUEL, LIOHTING AND BENT 


Commodities. (This 
list may be 
' extended, if 
necessary) 

Total 
quantity 
in the 
month 

Total 
cost in 
the 
month 

Commodities 

1 

Total 
quantity 
in the 
month 

Total 
cost in 
the 

month 



Md. s. ch. 

Rs. a. 

P- 


Md. s. c.i. 

Bs. a. p. 

like 


0 9 0 

1 0 

0 

Coal 



■W^heat 








Wheat flout 


0 5 0 

1 0 

0 

Charcoal 



Barley 








Juwar 








Bajra 








Bejharb 


3 0 0 

8 0 

0 

Firewood 

1 30 0 

1 0 

Maize 








Other cereals 








Gram 


0 4 8 

0 8 

0 

Caster Oil ... 

0 1 O' 

0 7 0 

Other pulses 

• •• 







Arhar 


0 7 0 

1 0 

0 

Other fuel and 



Sugar {gur) 





lighting. 

— 


Sugar refined 





Expenditure -on 

1 31 0 

1 7 0 

Tea 





fuel, etc. 



dweetmeats 





Bent per month 

».» 

3 8 0 

Fish 






— 


Meat 

... 







Milk 

... 







Ghee 








Salt 

... 

0 2 0 

0 3 

0 




Spices 



0 3 

0 




Vegetables 



0 2 

0 




Fruits 








Mustard Oil 


0 0 8 

0 5 

0 




Coconut Oil 








Gingily Oil 

... 







-Other oils used 

as 







rood 











- 



' 


Total fo' food 


3 28 0 

12 5 

\ 

0 
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EXPENDITURE ON OLOTHINO, SHOES AND OTHER NECESSARIES NOT 
• BOUGHT EVBEY MONTH 


Articles ; (List of ar- 
ticles should be 
extended so as 
to include all 
those iuiUse) 

No. of 
articles 
in use 

Cost per 
article 
when 
bought 

Total 
cost of 
articles 

Estimated 
No. of 
months that 
article will 
last 

Estimated 
cost per 
month 
on 

average 

CLOTHING 






For Men 


Ra. a. p. 

Rs. a. p. 


Rs. a. p. 

Dhoties 

1 only 

1 4 0 

1 4 0 

12 Months 

0 1 8 

Pagri, turbans or caps 






Band! 






Shirt 

1 only 

0 8 0 

0 8 0 

12 „ 

0 0 8 

Goats and waistcoats 






Lhasa or Lohi 






Shoes 

' 1 pair 

1 4 0 

1 4 0 

12- • - 

0 18- 

f 

Angocha ... 

1 only 

0 5 0 

0 5 0 

12 „ 

0 0 5 






'0 4 5 

For Women 





... 

Lahnga ... 

2 only . 

1 2 0 

,2 4 0 

12 „ 

6 3 0 

Choli 

2 „ . 

0 8 0 


12 „ 

0 1 4 

Ghadar ... 

1 „ 

0 10 0 


12 „ 

0 0 IR 

Dhoties ... 

2 „• 

.1 0 0 


12 „ 

0 2 ,8 






0 7 10 

! 

> 

For Children 






Dhoties ... 

2 „ 

010 0 

1 4 0 

j 

12 .. 

• 0 1 8 


16 









• lUTRODtJGttbU to feCOiJOltlOS 




Articles ; (List of 
articles should 
' he extended 
. so as to in- 
. elude all 
■■ those ia, ' 
use) ' • 

■ No. of 
articles 
in use 

Cost per 
article 
vjhen 
bought 

Total cost 
of 

articles 

Estimated 
No. of 
months 
that 

article will 
last 

Estimated 
cost per , 
month on 
average 

For Children — 
(Continued) 

i 

Rs. a. p. 

. Rs. a. p. 


Rs a. p. 

Series 






Kurtas 

2 only ... 

0 6 0 

0 12 0 

12 months 

0 4 0 

Cap 






Choli 






Lanhga or pyjama 



1 



Shoes or sandels 






Angochas 

2 

0 4 D 

0 8 0 

12 

0 0 ,8 

Total 





0 3’ 4 

Total 


1 



0 15 7 

Hou sehold Re- 
quisites:— 






Charpoy .41 

2 • 

1 4 0 

2 8 0 

3 yrs. ... 

Oil 

Razai 

1 

5 0 0 

5 0 '0 

8 „ ... 

0 010 ' 

Utensils 

6 

«*• 

4 0 0 

7 

0 0 9 

Blankets 

1 

3 8 0 

3 8 0 

4 

0 1 2 

Umbrella 

1 1 

! 12 0 

.12 0 

2 ... 

0,0 9 

Katharis 

2 





Total estimated 
average monthly 
expenditure. 



1 


, , , i _ 

0 4 .7 






t 
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Item 



Bs. a. p. 


Barber 

0 4 0 


Dhobi 

0 6 0 


Medical fees and medicine 
Education 

Travelling expenses to and from 
work 

Liquor and bhang 

Pan eupari 

Amusements 

Payment to dependent members of 



family not residing with the 
family 

Interest on debts 

4 0 2 


Any other item 

Sweeper . 

0 4 0 


Grinding charges 

0 9 0 


Bepayment of debt ... 

3 4 0 

He pays Es. 13/8 per year 

Payment to married daughter ... 

1 2 0 

Total 

10 0 2 

to his daughter. 

ABSTRACT OP EXPENDITURE 



' Rs. a. p> 

pood 

12 5 0 

Clothing and footwear ... 

015 7 

Rent 

3 8 0 

Fuel and lighting 

1 7 0 

Household requisites 

0 4 7 

Miscellaneous 

10 0 2 

Total 

28 8 4 

Balance of income over expenditute I 

+20 3 0 
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■ INTEODUCTION TO ECONOMICS 


The student may' Strike off the percentage expenditure on each item and 
draw his own diagram. 

S 6. PAMILl BUDGET OF AN ARTISAN (POOR CLASS).* 
tiame and Address of the Head of the /onw'iy— Nazar Mohammad of 

Baburi. 

Occit^ota— Weaver. Caste and Beitpion— Mohammedan. Number of 
members in the family—Men 1 ; Women -1 ; Children 4; (Children under 12 to be 
counted as half adults) ; Total— 4 ; Pmorf— one year. Date of Enquiry— 
December, 1940. 

Annual Income Bs. 146-0-0. 


Items of expenditure 

Quantity 

Bate 

1 1 

Amount 

spent 

Remarks 

1. FOOD 

(o) Crains and Pulses 



Rs. a. p. 


• Wheat 

1 md. 

1 

JO seers 
per Re. 

: 4 0 0 

1 


Rice 

a mds. 

8 seers 
per Be. 

25 0 0 


Bajra, jwar, maize 

5 mds. 

12 seers 
per Re. 

16 10 0 


Gram 

1 md. 

3 Rs. per 
md. 

3 0 0 


Arhar ■ 

20 seers 

8 seers 
per Re. 

2 8 0 

1 


Urd, Moong or Masur 

3 mds. 

3 Bs. per 
md. 

9 0 0 

1 

1 

1 

(6) Vegetables and Fruits 



1 


Vegetables 

(c) Sundries 

2 as. per 
month. 

For 1 
year. 

1 8 0 

1 

Ghee 

2 seers. 

i 12 chs. 

2 10 0 


Gur 

4 mds. 

per Re. 
16 seers 
per Re. 

10 0 0 



Pfof ‘ 'Pit* »"4tp 
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Items of .expenditute 

Qifantity 

Rate. 

Amount 

spent 

Remarks 

Salt 

Spicet 

Tea 

12 seers 

8 as. per month 

2 as. pet seer 

For 1 year ... 

Rs. a. p, 

1 8 0 

.600 

0 2 0 

RBrel 7 in 
winter. 



Total 



11. CLOTHING * 

fShltta and 
j kurtas ... 

1 Jackets ... 

LDhoties 

Capa 

Shoes 
! Sheets 

X Towels 

2 

t 

4 

1 

2 pairs 

2 

2 

... 

2 0 0 

1 0 0 

4 0 0 

1 0 0 
2 0 0 

1 8 0 

0 4 0 

Linen pre> 
pared at 
home. 

Bought. 
Prepared 
at home. 



Total 

11 12 0 



Items of expenditute 

Amount spent 

Remarks 

III. HOUSING 

Repairs and white>washioe 

R8..a. p. 

1 0 0 

His own house. 

Total 

' 10 0 


IV. HEAT AND light 

Fire-wood 

Kerosene oil 

Vegetable oil 

12 0 0 

3 0 0 

3 0 0 


Total ... 1 18 0 0 i 


V. HEALTH AND EDUCATION 
(s) Medicines 
(1?) Books and stationery 
c) Other expenses 

Total 

0 8 0 
4 0 0 
■'200 
6 8 0 
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1 ?« 


Items of expenditure 

1 

Amoun,t 

spent 

Remark^ 

VI. MISCELLANEOUS 

Bs. a. p. 


(o) Social and| religious expenses and charity 

10 0 0 


(6) Legal expenses 

'0 8 0 


(c) Services and '.entertainments Barber 

1 8 0 


Washerman 

3 0 0 


Pan and tobacco 

..6 0 0 


Travels ... ... ... 

1 8 0 


Other expenses 

3 0 0 


Total ... 

25 8 0 


VII. SAVINGS A'D INVESTMENTS Cash 

1 6.,0 

! 1 ‘ f 

Total ... 

1 6 01 


PERCENTAGE OF TOTAL INCOME SPENT ON CHIEF ITEMS 


Hen ds of expenditure 

Amount 

••■spent 

Percentage 
of total 

O 

o 

Rs. a. p. 

8114 0 

56 

2. Clothing 

11 12 0 

8 

3. Housing 

1 0 0 

0-6 

4. Heat and light 

18 0 0 

12 

5. Health and education 

6 8 '0 

' u- 

6. Miscellaneous 

25 8 0 

18 

' 1 

7. Savings and investments 

t 

1 6 0 

' !■/ 

i ' i »•* 

Total ... ... ■ ' ■ .;. 

146 '0 0 

.1 . 

•loo'o 


Note Diagianunfiljc tfptesc|itatldn (A; of fhe aboye is given on pa^e 130.^ 










■tBAOMOALWORKoirF.MlLTBliDGErS 
^^-Gangadhar Pant, Patni Tola. Benare. 

IrnmB-^, lit! per month. 

. “■ ^ and 2 children, 

month. Dateofiniviry-u.%.’ix^ 



rte 

Amount- 

1 <0 
r -W 


spent 

cd 

i 






Be. a. p. 


rupee 

3 12 0 


tl 

3 10 3 


1) 

0 8 'O 


» 

1 0 0 


» 

1 2 8 


t1 

0 8 0 



my 


li.anks'a'I'di’?' Colltg,, lo^ahan, >,i ,o Prol. K. K. Shah, Benam, 
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INTRODUCTION TO ECONOMICS 


Items of expenditure 

Quantity 

Amount spent 

CD 

h 

(9 

a 

II. OLOraiNG 


Rs. a. p. 


Coats . 

1 

6- 0 0. 


Shirts and Kurtas 

1 

1 8 0 


Jackets 

1 

1 8 0 


Dhotis 

2 

3 0 0 


Banyans 

1 

0 8 0 


Caps 

1 

0 6 0 


Shoes 

1 

2 8 0 


Socks 

1 

0 6 0 


Sheets 

1 

1 4 0 


Towels 

2 

0 12 0 


Total 

*»* 

17 12 0 


III. HOUSING 




Rent 


6 0 0 


Repairs and white-washing 

>•1 

1 0 0 


Total 


7 0 0 


IV. HEAT AND LIGHT 




Fire-wood 

• •• 

0 8 0 


Kerosene oil 


2 C 0 


Vegetable oil 


0 4 0 


Electric charges 


... 


Other fuels 

... 

2 0 0 


Total 

■ 

412 0 


V. HEALTH AND EDUCATION 




(a) Health 




Doctor's fee 


1 0 0 


Medicines 


0 8 0 


(6) Education-.— 




Tuition and other fees 




Books and stationery 

**( 



Other expenses 

... 

■BUI 


Total 

■ 

12 12 0 

• 
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Items of expenditure 

« 

Amount 

spent 

' a 

B 

0 

VI. Miscellaneous 



(a) Social and religious feasts 

Es. a. p. 


Births, marriages, deaths, etc. ... 

2 0 0 


Religious expenses and charity ... 

2 0 0 


(ft) Legal Expenses 



(c) Services and Entertainments 


- 

Barber 

0 8 0 


Washerman 

1 8 0 


Sweeper ... ... ... .., 

0 6 0 


Domestic servants ... ... .., 

6 0 0 


Pan and tobacco ... ... 

1 0 0 


Intoxicants 



Travels ... ... ... ... .,. 

r 0 0 


Correspondence ... ... ... ... 

0 5 0 


Amusements 

1 0 0 


Other expenses 

010 0 


Total 

16 5. 0 



Vll. SAVINGS AND INVESTMENTS 



Total ... j 

6 0 0 



PERCENTAGES OF TOTAL INCOME SPENT ON CHIEF ITEMS 


Heads of expenditure 

Amount 

spent 

Percentage 
of total 

1. Food 

Re. a. p. 
45 6 3 

41 

2. Clothing 

1712 0 

16 

3. Housing 

7 0 0 

6 

4. Heat and light ... 

4 12 0 

5 

5. Health and education 

12 12 0 

12 

6. Miscellaneous ... 

16 5 0 

15 

7. Savings and investments ... 

6 0 0 

5 

Total 




Nota— Dlagiammatic Repiesgntatlon of the ahova b given on pnge 180 (Bit 

17 
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INTEODUOTIOH TO ICONOMIOS 




t>ftAOTlOAL WORKS ON FAMILY BUDGETS 
EXAMINATION QUESTIONS 


i3i 


U, K BouS 


1, Under what scneial heads would you classHy the expenditure of an artisan ? Draw up his lainily 
budget and represent it by means of diagram- (I- A., 1939) 

i. A buitiVator in a vtliage has art annual Income of Rs. 60, A clerk In the town gets an equal amounf. 
Please compare and conlrast their expenditure under the following heads : 

Food and drink, fuel and light, education, health and sanitation, personal services, llllgation.-religious 
and social functions, household furniture, recreatious ; travel and correspondence, savings. (I, A., 1936) 


3, What are family budgets, Prepare the family budget of an Indian artisan for a period of one month. 
Classify the items under general heads and reprerent the classification by a diagram (use graph paper), ' 

4. The following are the expenses of a workman 

Rs, a. p. 


(I. A., (934) 
Rs. a. p. 


Ata 

Pan 

Wood ... 

Oil and ghee 
Rice ■ 

A pair of shoes 
Tobacco 
House rei t 
Sweets 
Vegetable 
Municipal tax 


...0 10 a day 
... 0 0 3 a day 
...2 6 0 a month 
...2 0 0 a month 
...0 9 6 a day 
I 8 0 a year 
... 0 8 0 a week 
...3 0 0 a month 
.,, 0 8 0 a month 
... 0 0 6 a day 
... I H 0 six monthly 


Sweeper 

Cinema 

Charpar 

Kerosene oil 

Dhotis 

Salt 

Other clothes 
Country liquor 
Religious and social 
Debt payment 


...0 4 0 a month 
...0 6 0 a month 
...12 0 a year 
...0 2 0 a week 
...2 0 0 ayear 
...0 2 0 amdnth 
3 12 0 ayear 
...2 0 0 a month' 
ses 6 p. 0 ayear 
...2 0 0 a month. 


Catculate all expenses on a monthly basis and classify the items under general heads and represent your 
classification by a diagram. (I. A, 1932) 

%, Under what general heads would you classify expenditure of a railway clerk gelling a monthly 
salary of Rs. 43 ? Draw up his family budget and represent by means of a diagram. (I. A., 1931) 

6. The following are the daily expenses of a workman unless otherwise slated— 


' 

Rs, a. p. 



Rs, a, p. 


Ata 

.44 0 2 3 


Vood „• 

0 I 0 


Pan 

...0 0 3 


Oil for cooMng ... 

0 0 3 


Kerosene oil 

... 0^0 0 

a month 

Religious and other 



Rice 

... 0 9 


expenses ... 

10 0 0 

a year 

Vegetable 

... P 0 S 


A pair ol dhotis 

3 0 0 

per six month 

Sweets 

...0 6 0 

do. 

Salt 

,020 

a month 

One pB'T of shoes 

...18 0 

do. 

One coat „ 

.220 

8 year 

Tobacco 

.,,0 0 6 


Cinema 

.340 

a month 

Sweener 

.a. 0 4 0 

do. 

2 Safas ... 4 12 0 

ayear 

Mur'idpal house (ax 

0 5 0 

do. 

Renewal of charpal 

1 4 0 

a year 

Country liquor 

...3 0 0 

do. 

Debt paymerit .. 

.200 

a month 


Calculate all expenses to a monthly basis under general heads and represent your classification by a 
diagram, (I. A, 1930) 

7 , Write out imaginary budgets lor two families whose incomes ate Rs. 20 pet month nnd R's. 2,00.0 
pet month respectltely. Explain the diiference in the proportion spent under ditleient' head! In the t'shd 
budgets (I. A., 1925) ' 


Rafpslaiin Bnurd 

1. What are family budgets 7 Make out a possible family budget of an lndian artisan for a period pi 
one month, il. A., 1932) 


2. State Engel's Law of Consumption and illustrate it by preparing two budgets, one of a teacher 
drawing a sa'aw of Rs. SO pet month and the other ot a carpenter xrith an income oi Rs. SO pet month. ’ 

' - ■ (I.‘A;i'I932) 


Other Examimng Bndies . . 

1. What Is a iamlly budget 7 Construct one and explain Etigcl's law. (Nagpur Arls, O’ Com., 1941) " 

2, &plain Engel'a law ot consumption. Draw up a rough family budget of the following peisoQS 

un'*er*|jj“f '“j* SI, j|t„ g, (i«) Clothing, (In) Savings, (o) Amusement, Luxuries and other 

Expenses. 

A peon eatning Rs. 20 p, m. 

A pleader earning Rs, 200 p.ra. 

A Banket earning Rs. 2,003 p. ra. vNagput,— I. A., 1941) 



Chapter Jo 

WCOME, SPENDING AND SAViNCj 


When fl is mSMer of spending income everyone wishes to get as much as possible ior his money, ana 
is, thereiore, anxious that the price of the things he buys should be as low as po'slb'e.-lojton 


§ 1. INCOME 

We had discussed in a previous chapter that in the primitive stage of civilisation 
human beings used to satisfy their wants directly. If they felt hunger, they plucked 
some fruits or killed some animals, and ate them up. If they wanted shelter, they 
made a'ctude coveting or hut. Other wants were similarly satisfied by one s own 
direct efforts. In cou.se of time this stage of direct satisfaction of wants was SU' 
perseded by the stage of indirect satisfaction of wants In the modern society a man 
makes an economic effort which brings him certain money income. He spends this 
income on the objects of his desire and thus satisfies his wants. The satisfaction of 
wants thus comes through income. The following diagram illustrates this process : 


INOOMB 



You may come across certain persons even today who may be found to satisfy 
a large number of their wants directly, without the intervention of income. This is 
more true of people living in villages than of those living in cities. In villages there 
are persons who grow the corn they consume ; stitch the clothes they wear ; 
prepare the house they live under ; cook the food they eat; and satisfy other wants 

through their own uirKt efforts. But such cases ate rate and covet a comparatively 
smil part of the whole field of economic wants. Asa general rule, it is the income 
which plays the central part in the satisfaction of wants. Efforts bring income ; which, 
when spent, brings satisfaction. 


Disposal ol iDcome 

satisfaction of the present wants is achieved for the most part through 
nrome: but the whole of the income is not available for this purpose. The income 
earned by a person is devoted to two groups of objects, as follows : 

(a) Social Ofi/ects i (f) Compulsory Payment— Tax, ai.d (ii) Voluntary Payment- 
Charity ! 

(fi) Personal Objects, (i) Spending, {if) Saving, and (ift) Hoarding. 
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Social Objects. A modern man lives in a society and derives certain con- 
veniences and privileges from communal life. He, in turn, subjects himself to certain 
liabilities to the society. He has to pay taxes to the Central and Provincial Govern, 
ments and to the Municipal Board, so that the administration of the country, province 
and cities may be efficiently carried on. The payment of taxation is, of coutse, com. 
pulsoty : but there are cases of voluntary expenditure incurred for the benefit of the 
society. Money given as charity to the poor, endowments and donations to educational 
and other philanthropic institutions are some of the examples. 

Personal Objects. However, a substantial and large part of income is spent on 
personal objects or on the satisfaction of personal wants. The amount devoted to 
this purpose may be either (t) for the satisfaction of immediate wants, or (ii) for the 
satisfaction of future wants. The devotion of income for the satisfaction of the present 
wants, is hnom as spending. The amount sec aside for the satisfaction of future wants 
is known as (i) hoarding, if the amount is not utilised in some productive manner, as 
for example, if it is closed in an iron safe and kept there for lutuce use ; or (ii) sailing, 
if this amount is used productively, e, g., if it is deposited in a bank on some interest. 
The following chart illustrates this classification of income. 

INCOME 

I 


■ 1 

(Spent on personal 
objects) 

(Spent on 

1 

social objects) 

1 

r 

1 

, r 

“1 

Immediate 

Future 

Voluntary 

Compulsory 

wants 

1 

wants 

payments 

payments 

Spenaing ^ 

Hoarding 

Saving 

Charity 

Taxation 


Economics of charity shall not be discussed in this book ; it is a question of 
advanced economic study. The study of taxation is postponed to Part VI of this 
book where a detailed discussion of the subject wUl be given. In this chapter we shall 
throw some light on economies of spending, hoarding and saving only. 

§ Z. KOONOMICS OP 5PSNDINQ i 

Places ot Shopping 

Spending, in a modern society, involves shops and shopping. Income is usually 
spent on various commodities which may be purchased from different sources. In 
modern times means of transport have so much developed, commerce has become so 
widespread, and general economic progress has reached such an advanced stage, that we 
now Imve unprecedented facilities tor the expenditure of money. Today we find 
shops, big and small, the multiple shops and the universal stores, the one.price shops and 
the touring trains, the exhibitions and the otder.suppliers ; whereas out ancestors had 
no other facilities than the hawkers, fairs and periodical markets. 

Hawkers, In the olden days towns were few and far between. Majority of the 
population lived, as it still lives in this country, in villages. Villages being small and 
transport connections with towns being inadequate or even non-existent they were. 
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more or less, cotapletely segregated units. The usual link between the village and the 
outside world was the hawker or the itiaerant vendor who used to go from village to 
village, bringing his little shop to the very door of his consumers. Along with the 
wares which he sold, he brought all news of the great world outside, together with a 
good deal mote of local gossip which he would have picked up as he went from door to 
door. His stock consisted of goods which the somewhat limited industry of the house- 
hold, farm, or village was unable to provide. He was usually loquacious and persuasive, 
and his quick wit and invariably good humour helped him to dispose of his wares with 
great profit to himself.* He is still an important visitor to the Indian villages and 
is to be seen in all the big cities of this.countty. 

Fairs or Melas. The hawkers, however, could not possibly be expected to satisfy 
all the wants of villagets. The need of some other arrangement of shopping was felt ; 
and it was satisfied for a long time by fairs or melas. These fairs or melas were 
periodically held. Nor infrequently, they were connected with some religious festival 
or celebration, Magh Mela of Allahabad and Kumbh Mela of several places are the 
living examples of such fairs. Other fairs took purely commercial form. The cattle 
fait of Bateshwat in the United Provinces and bonepur in Bihar are good instances. 

Periodical Markets or Painths. The marketing facilities were also provided by 
temporary markets or painths, a form of marketing still in existence in India. 

The local painth of each village is held once or twice a week and on fixed days. 
Generally a group of villages join together and fix their respective days of painth in 
such a fashion that a metchant may pass from one village to another in a round, 
setting up his shop everyday in a particular village and upsetting it in the evening, to 
open it again the next morning in the next village. The painth is, as it has ever been, 
a very busy day for the village, and la usually attended by merchants of the neighbour- 
ing places. 

Shops, Hawkers, fairs and markets are today important mostly in rural areas ; 
they ate not important in cities. All the modern cities and towns have permanent 
markets where shops ate opened on a permanent basis. Indeed, shops have begun to 
penetrate even into the villages. The shop-keeper displays and stocks the acticles sold 
by him. The shop may be of a simple type containing few goods and fewer varieties 
of each good ; or, it may be a very large shop stocking many varieties of countless 
commodities. A big shop is sometimes divided into a large number of departments, 
such that you can purchase everything you like, from alpin to aeroplane, from one 
department or the other. Such shops ate called De partmental Stores . There are, on 
the other hand, some shops in which all the articles areloTd only for one fixed price. 
Such shops ate called "one-price shops.” 

Exhibitions. , Exhibitions provide another opportunity for the spending of income. 
The scope of an exhibition is determined by the area from which it draws sellers. For 
Instance, if sellers belong to one district only, it is called district exhibition. If the 
sellers of a province as a whole are represented in the exhibition, it is known as pro- 
vincial exhifjition. If, on the other hand, busityessmen from all parts of the country 
congregate in it, 'it is called a national or all-India exhibition Sometimes even inter- 
national exhibitions ate organised in the important trade centres ot the world where 
all the countries of the world are represented. 

Exhibitions have several advantages. They ate an important means of the 
advertisement of the goods produced by merchants. Visitors to the exhibition easily 
come to know the goods available for sale and the firms they can be had of. 
Moreover, exhibitions ate the meeting grounds of several producers of the same 

iPfnson, 0^, eif., Vol. II, pp, 36.3?. 
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attlcles who ^ comparison find out the defects and shortcomings in their own wares. 
By tnu healthy competition, the standard of craftsmanship is raised. Again, exhibitions 
proyiM the place where pods of even distant merchants,, which may not be otherwise 
available in the town, can be purchased, 

, . p®herally it is seen that villagers cannot aflFotd to come to exhibitions ; or that 
exhibitiiws ate not organited at the time when a manufacturer wants to advertize his 
goods. To meet such cases, exhibition trains and exhibition lorries are run. 

Principles of Spending or Shopping 

From the sources of purchasing goods, we now pass on to the principles which 
should be followed in making purchases. This discussion may seem useless to those 
who think that the spending of money is a very easy job ; our wants are so numerous 
''that one may spend thousands and lacs of rupees within a short period. But the wise 
expenditure of money is a very difficult task, requiring as it does enormous skill and 
experience. The test of efficiency in spending money is the derivation of the iraxiraum 
possible satisfaction out of the amount spent. This depends upon two sets of factors : 
(i) the method of spending ; and (ii) the prices of commodities purchased or general 
price level. 

(i) Method of Spending. The method in which money is spent is an important 
factor determining the amount of satisfaction obtained therefrom. Some people have 
the qualities which make the money go a long way ; while others do not know how 
to spend money properly. The qualities which lead to success in spending are the 
following : 

(a} Exact Knowledge of One's Requirements. If a man wants to derive maximum 
satisfaction, he should know exactly what he requites and should purchase only the 
lequired articles. He should buy just those articles which he wants, and should not go 
in for an article simply because it is so attractive or because it is being sold at a 
cheap price. 

(W Ability to Compare the Urgency of Various Wants- A man should also be 
' able to compare’ the intensity of various wants, to arrange them in order of their 
intensity, and to spend money on them in that order. If so, he will be in a position 
to satisfy his most pressing wants first and less pressing wants afterwards; he will be 
able to follow the law of equi-matginal utility and derive the maximum benefit out of 
his expenditure. 

(c) AhiKtji to Judge the Quality of Goods. If a person is a good judge of the 
quality of things that ate being offered for sale, he will easily pick up the things of 
right quality. He cannot be misled to purchase a bad but attractive article in place 
of a good but less attractive one for the same price. Cheapness or general attractive- 

’ ness of certain articles will not delude him, and he will be guided by their intrinsic 
qualities in his purchases. 

(d) Knowledge of Places Where Best Things are Sold.^ In order to be able to get 
maximum benefit out of one's expenditure, one should know the places where a particu- 
lar thing is sold at the cheapest price. He should not stick to a neighbouring shop simply 
because it is neat and easily approachable; but should always purchase things from 
the shops where articles ate cheap in proportion to their respective prices. 

, (e) Bargaining Tact. He should also be good at bargaining and higgling. In the 

advanced countries of today higgling is disappearing or : declining ; but has not 
become obscure, and is liable to persist in wholesale and other trades. In our country, in 
particular, higgling holds an important sway, and one who does not know how to 
bargain is generally a loser in his purchases, It is a common experience nat whereas 
an eUiawalla may begin by demanding 8 annas, he may end by accepting 3 annas ; a 
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frultseller may demand Re. l-S O a seer for grapes, but he may accept only 12 annas 
a seer. In such cases the possession of bargaining tact is a great asset. 

.(ii) Prices of Commodities Purchcsed, or General Price Level, Besides the personal 
qualities discussed above, the prices of goods and services which are purchased also 
determine the amount of satisfaction derived from expenditure. If prices of com- 
modities in general rise, then, other things remaining the same, the buyer will be able 
to purchase fewer articles than before and will obtain less than the anticipated 
satisfaction. Similarly, if prices in general fall, he will obtain more than the 
anticipated satisfaction. The average price of the commodities habitually purchased 
by a person is called the general price level. It is this general price level and the 
personal.qualities of the buyer which determine how successfully he is able to spend 
bis money. 

§ 3. ECONOMICS OF SAVING AND HOARDING 

According to the analysis of income presented in §1, saving is that part of 
income which is set aside in some productive form for meeting future wants. Saving 
is to be differentiated from hoarding which can be defined as the putting aside of 
income in an unproductive manner for the satisfaction of future wants. If a man puts 
a sum of Rs. 5,000 in an iron safe to be used in future, he does not use the money 
productively ; therefore, it shall be called hoarding. But if he deposits this sum in a 
bank at interest, he uses it productively and this will be called saving.® 

Savlofi versus Hoarding 

The money hoarded is a dead loss to the owner and to the country at large. 
You may be aware of certain misers who ate very averse to spending ; nor do they like 
to entrust their money to the bank lest the bank may fail or their actual wealth may 
be known to other people, particularly the income-tax officers 1 They lock-up their 
money in an iron safe or bury it underground and are happy to possess it. This 
sort of hoarding does not yield any material welfare to the hoarder ; the money hoarded 
is as good as not possessed. Such money is of no use to the country at large which 
almost loses it since it cannot be devoted to any productive purpose. Hoarding is, there- 
fore, to, be discouraged. 

Saving, on the other hand, is beneficial to the saver and the country alike. The 
person who puts some money, say, in a bank for a “rainy day" earns interest during 
the period he does not requite it. The money deposited in the bank is lent out to 
industrialists, traders and agriculturists and goes to increase the wealth produced in the 
country’. 


§ 4. SPENDING AND SAVING 

Beiation between Spending and Saving 

The relation between spending and saving has been lucidly explained by T. S. 
Penson in the following words: "Spending ^d saying, have one thing in common, 
to both cases wealth.is given. .in.. ,exclmg£ lfqr_certain goods and services, but the 
difference is that the goods and services ate not put to the same use. In the case of 
sending, the goods and services ate applied directly to the satisfaction of wants; in 
the case of saving, the goods and services are applied to the production of other wealth. 


‘The motivea leading to saving have been discussed in Book III oi this Volu n:. 

^Saving, if will thus be appreciated, is synonymous with 'capital'. Saving mesns conyeision ol 'wealth' 
jnlo'capltgl’, ■ . 1 . r 
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and BO they bring satisfaction of wants indirectly instead of directly. For example, 
if a ^an who was alsout to spend £100 on additional furniture* changed his mind and 
bought instead new inventions or appliances which would enable him to get more work 
done in a given time, he would have substituted saving for spending ; in each case a 
purchase would have been made, but the use to which the thing purchased was put vias 
wealth production instead of wealth consumption. 

“It would appear then that spending and saving ate both essential features of 
our everyday economic life. Wealth is only produced because there is the desire 
to consume it, but since capital, the result of saving, is one of the necessary factors of 
wealth production, wealth must not only be produced fbt present consumption, it mutt 
be produced also for consumption at a future dite."^ 

Spending vs. Saving 

It is sometimes argued as to whether saving is more important than spending 
or spending is more important than saving. Arguments ,are given on both the sides 
by the advocates or the opposing camps to their own satisfaction. We shall point out 
what these arguments are and what are their defects. 

Those who think that saving is mote important than spending argue that saving 
leads to the accumulation of capital, so that if we have plenty of Capital we can increase 
production to enormous extent. This will give rise to an era of prosperity ; trade-will be 
brisk ; labourers will find better and wider employment than before ; businessmen will 
earn decent profits ; material prosperity will be visible on all sides. 

This argument of the saving group is only partly correct. Prosperity is not 
the result of production alone. Goods produced must be sold. The sale of the goods 
produced is the real crux of the entire business problem. One might increase produc- 
tion to any extent, but if he cannot dispose of the goods produced, that production 
will be of no account, it will, on the other hand, lead to a “glut” in the market, 
sagging prices, trade depression, shrinking production, decreased employment and low 
wages. But the goods produced can be sold only if people spend money. The conclu- 
sion, therefore, is that prosperity, which, it is supposed, can be brought about by an 
increase in saving, requires for its support increased expendiure. As such the idea 
that saving is more important than spending is not accurate. 

The argument of the advocates of spending group is similarly fallacious. They 
argue that if people spend money freely and on a large scale, goods will be sold in 
plenty ; trade activity will be increased ; production will get a stimulus ; employment 
will go up ; wages will also look up ; and an era of prosperity will set in. 

This argument can be easily criticised. It envisages the circle of prosperity as 
a result of increased expenditure. Increased expenditure, it is said, ieads to increased 
production. But increased production cannot become an accomplished fact unless 
saving on a large scale has been done, so that sufficient capital is available for large 
scale production. As observed above, saving is as much necessary for economic 
prosperity as spending. 

It is, therefore, abundantly cleat that for the economic welfare of a country, 
laving and spending are both important Just as both the legs of a man ace necessary 
.'or walking,' similarly both saving and spending ate necessary and essential for the 
proper functioning of the national economy. Nobody can say which of the two legs 
is mote important, for both ate necessary for walking ; similarly it cannot be stated, 


^Penson, Th» Btonomw of Bwryiaf Lift, Vol. 1» pp« 5MZ. 
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with liny show of reason, whether saving or sending is mote important in the interest 
of the economy, because no economy can be [tosperous without either. 


ADotber Form ot Gontrorersy 

The controversy as stated above is evidently misplaced ; no party to the 
controversy is absolutely correct. The controversy can be presented in a slightly 
different form, when it becomes quite sensible as well as important. We may very 
well ask : Should a country spend mote ot save mote at any particular moment ? 
This will depend upon the requirements of the moment. If at that moment, the 
country in question has enormous capital accumulations so that the entire output is 
not likely to be sold off, it is essential that emphasis be laid on spending. For 
instance, during the recent trade depression of 1929— 32, there was a glut in the market 
and spending was of better help to the economy than saving. If, on the other hand,' 
there has been disproportionate spending ofmoney, at a particular moment, so that the 
•capital resources are exhausted, obviously saving is more important than spending. 
For instance, after the last Great Wat it was found that countries had been spending 
•money very recklessly during the war without any regard to their capital accumulations, 
with the result that after the war much capital was requited. At a time- like this, 
saving is more important than spending. 

Bow is Saving Made in Practice ? -f 

We have discussed the problem of spending vj. saving in theoretical aspect. 
Let us now examine how does a man decide what amount of his income he should 
spend, and what amount he should save. If we look around us and try to study the 
ipsychology of those who save something, we would get an answer to our question. 

Broadly speaking, persons can be divided into two classes, viz., 

(j) Those who save a certain percentage of their income, and decide to spend 
only the balance. There are some persons who deposit say 25% of their salary or 
income in a bank, and spend only 75%. These are the persons who have control on 
their expenses, who have coolly and carefully mapped out their requirements, and 
who are systematic in their genetai outlook. But it does not necessarily follow that 
their expenditure is wise. Their expenditure, in relation to saving, will be wise if 
in 75% of their income, they live well and without difficulty. 

(ii) Those who spend money freely and whatever remains with them at the 
end of the month is kept by them as saving. Such persons attach greater importance 
to the present than to the future, and are generally careless in their plan of expenditure. 
Though it is possible even here to exercise some control on expenditure, but this 
control is bound to be very weak. Here also we cannot say that the expenditure is 
wise ; on the other hand, since it is planless it may be very unwise. 

None of these methods is, however, ideal. The first method is too tough and 
unscientific. There is no sanctity about any particular percentage and it would be 
foolish to say that if one saves a certain percentage of one’s income, it will be a 
very wise thing. The second method is too careless and does not attach proper 
importance to saving. What one should actually do is to very carefully find out his 
items of expenditure and try to so arrange them that he lives decently and according 
to his status. Heshould try to envisage his want of money in future ; and he should 
.determine his sayings accordingly. Thus his present expenditure should be determined 
according to his needs and status, his savings according to his future needs ; and 
in this manner a proper proportion should be maintained between spending and saving. 
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1. Show tht part which Income pinys in the economic nclivltles ol a modcTn'mio. 

2; Analyse income into its component parts and give a short description of each of them, 

3. Write an essay on 'Shops and Shopplnj'. 

4 What are the possible sources from where purchases can be made ? What ate the principles ol 
spending money 7 

5. Distinguish between saving and hoarding and give their rerpectlve advantages and disadvantages. 

6. "Spending Is more important than saving to the material welfare." Coinmenti 

EXAMINATION QUESTIONS 

1, Discuss with examples the relation between saving and spending. (U> P., IP4S) 

1. What is the object of saving! How does a man decide what amount ol his income he should 
spend, .and what amount he should save? (U. P., 1943) ^ 

3. What is the relation of saving to spending, (U. P„ 1934) 

4 . Discuss, b>| The best way to benefit n community is to spend one’s income, (3) From the social 
point cl view saving is always belter than spending, tCnlcutta, 1934) 



CHAPTER 21 

SOCIAL ASPECT OF SPENDING 

The law intetletes hatdly at all wIltiamaa'smethodelspendlnBliis monw.so lat as itaflectsonly 
himself, but it does to a ceitefn limited extent control Ms expenditure in cases where it is likely to be in actual 
conflict with the general interest«-*i^MfM 

§ 1. BIIBOTS OP IRDIVIDTIAL BPBNDINO OM SOCIETY 

' In the. foregoing chapter we surveyed the effects of individual spending on the . 
particular individual concerned. It would be readily appreciated that tee an indivi- 
dual lives in a society and his actions affect its well-being, his method and nature or 
spending hav,e telling effects on the welfare of the society he belongs to. He may 
benefit or harm the society through his spending. By spending money on healthy and 
salutary objects he may contribute to his productive efficiency, add to the richness of 
the society as a whole, and form an ideal for others to follow. Or, he may indulge 
in harmful consumption of intoxicating drugs and liquors and things of that nature, 
make himself inefficient, prejudice the richness of the society, and set a bad example 
for others. 

The effects of an individual expenditure on society can be studied under two 
heads i (i) effects on production ; and (it) effects on consumption. 

Effects 00 ProduetlOD 

An individual’s method of spending has considerable bearing on production, for 
closely follows the demand t whatever is demanded is produced. Thus production may 
be good or bad, may be more or less. More specifically, the following ate the effects of 
individual expenditure on production ; 

(a) The method of individual expenditure may divert productive resources 
(labour, capital, etc.) from one channel of production to another. Productive resources 
are devoted to the production of those goods that ate demanded and taken away from 
the production of those goods the demand for which slackens This diversion of 
resources may be good or bad from the point of view of matwial prosperity. If, at any 
particular moment, housing scheme for labourers is the imtst pressing necessity, but 
some rich fellows demand beautiful and costly clothes, productive resources will be 
diverted to the production of the latter : such diversion will be socially itijutious. 
This sort gf misdirection of productive resources can be checked by the State interfer- 
^ce. 

(h) The nature of individual expenditure may lead to the employment of 
labourers in healthy and useful avocations or in dangerous and injurious lines like the 
production of explosives and arms, etc. The former are beneficial to labourers ; but 
the latter take a heavy toll of human life, while many of them develop many abnormal 
and injurious tendencies, for crimes and such other nefarious acts. 

(c) A consumer may, through the nature of his expenditure, increase or decrease 
his efficiency which will be reflected in his productivity. He may thus make the . 
society rich or poor. He may exert similar influences on others with similar results. 


Effects 00 ConsomptioD 

The nature of the expenditure of an individual affects the nature of expenditure 
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of other members of society as well. The instinct to follow others is strong in human 
heart. The social ties strengthen this tendency. If a person takes to drinking, he 
may persuade others to indulge in the same vice, and the habit may spread. Again, 
if his resources are considerable, he may monopolise the nutritive articles for himself 
and for his class, thus leaving only poor varieties for the consumption of the poor. 
This is mote possible when it is initiated by a group of persons than by an individual 
alone. 


§ 2. bTATB 1NTBE7ENT10N IN SPENDING 

It is sufficiently obvious from the above discussion that individual spending 
has a tendency of affecting the society either beneficially or injuriously. To do away 
with the harmful effects on society which individual spending is capable of, governments 
generally Interfere and control the injurious spending. 

Opinions differ on the point whether the State is justified to interfere or not. 
This is indeed an age-long problem in Economics and politics, on which there, has ever 
been a difference of opinion. Some persons hold chat the function of the State is 
only to look after the national defence of the country and the maintenance of peace 
and otdet. It has no right to interfere in matters so personal as spending. There 
are,'on the other hand, other thinkers who vest the State with ' all possible powers. 
According to them. State has a right to' interfere wherever it likes. The correct 
attitude is that which steers midwayi Between these two extreme views ; the State 
should interfere only if the interest of the society is in the danger of injury. This 
is the opinion which today finds the greatest support and appears to the most reasonaUe 
view. 

Some Old Methods of loterlereace 

State interference in spending is not a thing of .recent origin. There were several 
methods of control in force in ancient times as well. The most famous, of these were 
the SumptMrji Lauis which forbade the consumption of certain articles and insisted 
on the consumption of others. In the I9th century in Spain, for instance, people 
were spending money recklessly on silks, velvets, etc., when it was legislated that these 
things can neither be manufactured, not sold, nor used. Similarly in England during 
theI7th century when it was thought desirable to give encouragement to the silk 
industry, the use of silk for coveting buttons and for making button-holes was made 
compulsory. 

State iDterlerence in India 

In out country, the State has interfered in spending in some cases. During the 
regime of the Congress Government, the policy of prohibition was launched upon 
according to which the consumption of liqui» was to be prohibited. This was due to 
the obvious ill-effects of this consumption on the efficiency of the people. Again, 
Governments in various provinces have tried to check the adulteration of various 
foodstuffs, ghee, milk, etc., in several ways. 

Wartime Interlerence : Batloning and Price Control 

While the case for interference in individual spending is strong in peace time, 
it becomes stronger still in such an abnormal time as a war. At such a time, the needs 
of the war theatres come first and civilian consumption has to be restricted with a 
view to enable producers to supply war needs. A fixed quota of certain essential 
commodities is allotted to each individual during a given time and this is the most 
that he can purchase. This is known as RATIONING. Rationing has been introduced 
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in India in several provinces and its utility, and necessity is largely realised. Rationing 
serves another useful purpose as well. It involves the sale of cotninodities at a fixed 
price and thus helps to keep down prices.- Rationing and price control go hand in 
hand. Governments in this country have been intervening in consumption both in 
the matter of quantity and price : and such interference has been found generally useful. 

TEST QUESTIONS 

1. Docs the expendllufc ol an individual aiieci the wellate of the society ? If So, how 7 

2. Should the Slate Intcifeie in Individual spending 7 'K'hat is your opinion on the point 7 

3. Give some illusttallons ol Stale inteiletencc in spending In India and abroad. 

4. ¥rlte short notes on ; Sumptuary Laws, Price Control and Rationing. 

EXAMINATION QUESTIONS 


U. F. Board 

II Is It ol any consequence to society how a perron spends his income 7 Should society interlere 
with iibividual liberty in spending. (I, A,, 1928, 1940) 

2. 'if hat is the relation ol saving to spending 7 Is It ol a ty consequence to society, how an individual 
spends his income 7 Should society interlere with a mao's liberty in spending money 7 (I, A., 1934, 1937^ 

3, Discuss the various methods whereby a rich man can ailed other members ol the society by the 
manner in which he makes the use of the money. (I, A., 1936) 

' 4, If hat Is saving 7 ‘Saving it a personal and social duty.' Explain the truth ol this statement, 

.(I.Com<, 1944] 


Rajpnhuu Board 

. . point ol view saving is always better than spending." Do you agree with this 

view? Fully explarn your answer. (I. A., 1944 ) 
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LUXURIES AND mSTE 


The consumption ol luxuries should be indulged In only ailetall are provided with necessaries This 
is a moral prirciple that commends itseli to all civilised communities and linds Indliect expression in positive 
law, -Sender. 

We shall now take up certain special problems of individual expenditure, and 
their social repercussions. We shall also consider what should be the attitude of the 
State on such matters. These problems relate themselves to luxuries and waste. 

§ 1. THE PllOBLtM OP LUXURIES 

Luxuries are generally consumed by the rich and supposedly they derive the jjenefit 
at least worth .the pticejthey pay for them. But if we look at luxuries from the point 
of view of society, ve will find that their tjns'tmption cannot be definitely and 
categorically approved or disapproved. The consumption of luxuries has been defended 
from social point of view ; while it has algo been subjected to serious criticism from 
the same angle of vision. 

Social Benellts ol Loxories 

Society derives the following benefits from the consumption of luxuries. 

1. Luxuries are necessary for human progress. A luxury has been defined by 
Professor Cide as the satisfaction of a superfluous want ; and as the word "superfluous’’ 
is associated with some accusations, luxuries ate usually looked down upon. But a 
thing does not become condemnable simply because it is superfluous As Voltaire 
once remaiked, even superfluous is sometimes necessary— a remark which applies with 
much force. Everybod, of us must have some luxuries to consume ; otherwise he will 
be reduced to the position of a beast of burden, with no variety, pleasure and richness 
in life. Every want was, in fact, considered a luxury at the time of its origin and 
had it then been suppressed for being superfluous, srviiety would have today, been in 
the stage of uarbatism. 

2. Genetally luxurious articles ate very artijtic and requite skill and refinement. 
The consumption of luxuries, therefore, raises t he stan dard of jrtistic_excellence — 

3. The desire to get luxuries, at present unattainable, fires ambition or lea s to 
th iputting forth of greater power of mind and body. When a man sees some persons 
enjoying luxuries in plenty, he feels a prompting to do the same. This feeling inspires 
him to work hard and mote efficiently so that he may be able to increase his income 
imd enjoy the luxuries he pines for. An ordinary labourer inspired by these motives 
may in course of time become a boss, then the inventor of machinery, and eventually 
the owner of a factory. 

4. The consumption of luxuries raises the standatd-of-Iiving. A rise in the 
standard of living discourages procreation and'ThusMecks over-population. Before 
the newly married couple, the question which frequently arises is : "A car or a baby", 
and the former often wins I It is interesting to observe that the rich have fewer 
children than the poor. 
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5. Luxuries, like piecious ornaments and stones, constitute a form of insurance 
in the days of financial difficulties. This is the reason why women of out country 
attach 80 much importance to their gold and silver ornaments ; for after the death 
of their husband or in difficult days during his life, they may be of use to the family, 

6. It is sometimes mentioned that the consumption of luxuries creates employ, 
ment. Suppose, a rich man makes a grand show of fireworks and invites his friends 
and relations to witness it. Employment will, then, be given to fireworks.makers, to 
drivers of conveyances in which his friends and relatives will conie, .and so on. But 
this point, as we shall presently see, is not quite correct. 

7. Luxuries, it is sometimes mentioned, leads to the transference of wealth 
from the rich to the poor. Generally luxuries are consumed by the rich who give 
money to the poor who supply them the articles of luxury. This point again is not 
quite correct as will be shown below. 

Social Dlsadyantages ol Luxuries 

1. A strong argument against luxuries is that their consumption is generally 
confined to the richer sections of the community. Thus a few rich men are able to 
enjoy joy flights and joy-rides, to pass their days in what Bernard Shaw styles as 
"resourcelessToafing and consumption of chocolates, cream, cigarettes, cocktales, novels 
and illustrated papers". The poor people never gee a chance to enjoy them. Luxuties 
thus go to make a difference between the rich and the poor look very wide, a factor 
which has led to revolutions in various countties of the world. ' In our country in 
the older days luxuries were few and far between and the distinction between the 
poor and the rich was very imperceptible. Social life had a smooth running. But 
now with the increase in the faedity, number and popularity of luxuries, the gulf 
between the rich and the pflor has become very w'de and these two sections arc now 
represented as foes rather than friends. 

2. Sometimes the poor are also able to enjoy some luxuries ; but this is not 
free from mischief. The poor have very slender resources and the use of luxuries 
often takes place at the cost of necessaries and comforts. Sometimes luxuries are 
very injurious to the poor and deteriorate their efficiency. Liquor is a .luxury of this 
character. 

3. Some people believe that it is wrong to say that luxuries raise the standard 
of art of the community. Articles are now produced through mechanical appliances 
in the factories where skill is not much needed. It is only in those few businesses 
where hand work still persists' that the luxuries may be said to encourage art. 

4. The statement that luxuries create employment is not correct If money is 
spent, not on luxuries, but on some other mere useful commodities necessary for. 
efficiency, and healthy living, there will be no less employment and briskness of trade. 

5. The argument that luxuries lead to the transfer of wealth from the rich to 
the poor is also a shady one. The amount of money, that a rich man gives to the 
poor for the supply of luxurious articles, is not kept by the latter entirely for himself. 
The preparation of the article requites costly taw materials and sometimes costly tools 
as well. The labourer has to pay for them and a large portion of what he receives, 
thus passes out of his hands generally into the hands of the rich persons who deal 
in such costly things. Thus, in essence, some rich persons pay money to other rich 
persons through the medium of labourers. The transfer of wealth from the rich to 
the poor does not actually take place. 
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§ 2. WASTE . 

When we spend money on certain objects, we expect to receive some return. 
This ret^ may be mote than, oi less than, or equal to, the amount paid for the 
commodity purchased. When the expenditure on a particular object gives less utility 
than the amount spent, it is called ‘waste.’ Waste may, therefore, ie defined as the 
spending of money without deriving a corresponding benefit or return of satisfaction. 

Examples of waste can be easily imagined. When fruits “go bad," when one 
leaves food uneaten in a dish, when a work is left incomplete, in all these cases waste 
takes place. 

An expenditure is called waste either from the point of view of the individual, 
or from the point of view of the society, or from both the standpoints. All the examples 
given in the pevious paragraph ate the examples of waste from both, the individual as 
well as the social standpoints, A feast given by a rich man may not be a waste from his 
point of view—he may feel that he has derived as much benefit as the cost of the enter, 
tainment ; but little importance may be attached to such fleeting enjoyment from the 
social angle of vision and it may be considered as a social waste. 

§ 3. DESTBtlOTION OF PBOPEBTY AND EMPLOYMENT 

Destruction of wealth, accidentally or deliberately, brings with it no satisfaction 
and is, therefore, waste. It is asserted by some that destruction of wealth creates 
employment since the wealth that has been destroyed has to be replaced. This argu. 
ment is, however, fallacious and is known as “Make-work Fallacy”. It is certainly 
true that if a glass pane is broken, or a book is torn away, or a house is reduced to ashes, 
each of these things will have to be replaced, and employment will thus be created for 
their producers ; but .had they not been destroyed, the money devoted to their replace- 
ment would have been spent on some other useful objects. The person whose glass pane 
was broken might then have purchased some sweets for his family; the student whose book 
was totn to pieces could then have purchased a fountain-pen ; the house owner whose' 
building has burnt down, could then have purchased a machinery. Employment thus 
would have been created even in the absence of any destruction of property. The 
creation of employment is based on expenditure and whether the expenditure is for. the 
replacement of the destroyed property, or for the purchase of new articles, is immaterial 
so far as the total volume of employment goes. It is, of course, in the interest of the 
nation that its wealth may not be destroyed and it may not be made poorer in this 
fashion. 


APPENDIX TO CHAPTER 22 
Ths broken p&ne 

titdeiick Baitiaf, a Fench reconoraist of great repole, has given the story of the Bnien Pane in one ol 
his capital essays, known as Sophimi o/ Seomif»ios,wMchis reproduced below: 

Have you ever had occasion to wilness the fury of the honest burgess, Jacques Bonhomme, when his 
■scapegrace son has broken a pane of glass? if you have, you cannot fail to have observed that all the 
bystandets, there were thirty of them, lay their heads together to offer the unfortunate proprietor this never 
failing consolation, that there is good in every raisiortune, and that such accidents give a fillip to trade. 
Everybody must live. If no windows were broken, what would become of glaaiers ? Now, this formula of 
condolence contains a theory which it is proper to lay hold of in this very simple case, because it is exaclly the 
same theory which unfortunately governs the greater part ol our economic Instituiions, 

Assuming that it becomes necessary to expend six francs In repairing the damage, if you mean Ip say th ;i 
the accident brings In six francs to the glazier, and to that extent encourages his trade, 1 grant it lairly ana 
frankly and admit that you reason justly. 

19 
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The glazier arrives, does his work, pockets his money, rubs his hands, and biesses the scapegtace son. 

That ii what me ssi. 

But if, by way of deduclion, you come to conclude as is too olten done, that it Is a good thing to break 
windows-that it makes money circulate-and that encouragement to trade in general is the result, I am obliged 
to cry, halt 1 ^out theory stops at what we see, and lakes no account of vihit m don't lae. 

Wc don't SOI that since our burgess has been obliged to spend his six francs on the thing, he can no 
longer spend them on another. 

We don't see that if he had not this pane to replace, he would have replaced, lor example, his shoes, 
which are down at the heels ; or have placed a new book on his shell. In short, he would have employed his 
six Irancs in a way in which he cannot now employ them. Let us sec, then, how the account stands with 
trade In general. The pane being broken, the glazier's trade is benefited to the extent of six francs. That is 
what we see, 

II the pane had not been broken, the shoemakers or some other trade would have been encouraged to 
the extent oi six Irancs. That iswhaim don't m. And if we take into account what we don't see, which 
is a negative fact, as well as what we do see, which Is a positive-fact, we shall discover that trade in general, 
or the aggregate of national industry, has no interest, one way or other, whether windows are broken or not. 

Let us see, again, how the account stands with Jacques Bonhomme. On the last hypothesis, that of the 
pane being broken, he spends six frsncs, and gets neither more nor less than he had before, namely, the use 
and enjoyment of a pane of glass, On the other hypothesis, namely, that the accident had not happened, he 
would have expended six Irancs on shoes, and would have had the enjoyment both of the shoes and of the 
pare of glass. 

Now as the good burgess, Jacques Bonhomme, constilales a fraction of socictyat large, we are forced 
to conclude that society, taken in the aggregate, and after all accounts of labour end enjoyment have been 
squared, has lost the value of the pane which has been broken. 

TEST QUESTIONS 

1, Describe the advantages and disadvantages of luxuries. Do you appiove of the consumption ol 
luxuries 7 

2. What do you mean by waste 7 

S, "Destruction creates employment; therefore, property may be deliberately destroyed." Comment. 

EXAMINATION QUESTIONS 


1. What are luxuries 7 Some people are not at all in lavourol luxuries. Are they right 7 Discuss 
the advantages and disadvantages of luxuries In society, (U, P. Arts, 1943) 

1. Explain with examples the dllfetence between waste and consumption. Do both allect production 
In the same way 7 (U, P , Com.,1944) 

3. Discuss the view that free expenditure on the part oi richer classes tends to increase employment 
by making money circulate. (Delhi, 1932) 

4. What ate luxuries 7 Is there any social and economic justification for them 7 (Delhi, 1929) 
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CHAPTERS 23-43 


PRODUCTION 

A State, according to Plato, Is formed because the individual is not able to supply 
all his vyants by himself, but only when he makes common cause with other 
men, and devotes himself to one single industry for the common 
good, on the understanding that the rest are doing the 
same. Thus arise the separate trades of farming, 
building, weaving and shoemaking , and 
this division of labour is best. 


--James Bonar 


[CHAPTERS; 23. Meaning of Ptoduciion 2i- Factors of Production 25, Pro- 
ductive Efficiency 26, The Laws of Returns 17, Gifts of Nature or Land 28, Nature’s 
Gifts to India : Physical Environment 29. The Forest and Mineral Wealth of India 
30, The Agricultural Wealth of India 31, Irrigation in India 32. The Power Resources 
of India 33- Labour 34, Quantity of Labour 35, Effciency of Labour 36. The Popula- 
tion of India 37. Capital 38. Enterprise 39. Organization 40, Division of Labour 
41, The Scale of Production 42. Forms of Business Organization 43. Nature and 
Probletns of Production in India] 
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MEANING OF PRODUCTION ■ 


*1 *!'« 18th CBiimy, the Phyjlooats.javecimMcyto thebeliti that 
j 1*®““*!* • special and paiticalat sense, they even went so (as as to chatacletize naan- 

* 1 - Phfsoits f* .*•*''1*1 PC nnptodiictive, Complete knowledge of the seal nalore ol 

pTodactlon has emanapated most minds trom these misconception,— Seagnr 


§ 1. WHAT DOES PRODDCTION MEAN ? 


Human beings have to make some effort in order to satisfy their wants. This 
effort is meaiit to change the form of the existing matter in such a way that it may 
acquire the desired utility, i.B,, the want-satisfying power. The existing matter may 
be of no use in its OTiginal state j but after a change in its form is brought about, it 
comes to possess utility. Obviously, what a man creates by his effort is not matter, 
matter in fact cannot be created, but utility. The transformation of matter resulting 
in the Meation of utilities is known as {Reduction. Production may, therefore, be 
defined as the creation of utilities.^ 

Let us take some concrete examples. A mason, building a house, simply puts 
bricks, mortar and cement in such an order as to give them the shape of a house. He 
does not create matter— bricks, mortar and cement ate not made by him ; he simply 
creates utilities— the house has greater utility than the utility of bricks, mortar and 
cement separately. Similarly, a tailor first cuts pieces of required shape from a toll of 
cloth and then stitches them with thread, and prepares, say, a coat. He does not 
create matter— cloth ot thread ate not made by him ; he simply creates utility— the 
coat has greater utility than the articles it is made of. A weaver, again, does not create 
cloth but te-attanges the yarn in such a manner that cloth is produced which has 
greater utility than yarn. A potter in making pots out of clay, a goldsmith in making 
ornaments out of gold, a carpenter in making dairs out of wood and a miner in digging 
outwore from the bowels of earth, all create utility, and not matter, and ate, therefore, 
producers. By production, it may be repeated we mean the creation of utilities and not 
of matter.® 

Production as a Brancb ol Economics 

Production as an economic act may well be differentiated from production as a 


>To eteate new nailer Is more Ilian it Is given to man to do. Hence, by the term prodiiclion. In Us 
widest sense, we mean simply the bringing lorth of new goods-the discovery of new niililies, the change 
of transformafion of already existing goods Into new iitllllie5...ln a secondary and mote limited sense produc- 
tion Is an Increase ol resources, in so far as goods produced satisfy greater human wants, than those 
employed in the production itself, Roscher, Principles of PoHiienl Bconomy, Vol. I, p, IB. (Translation 
from the German by lalot.) 


sThe delinition ol production as the creallon of utilities is, in the opinion of Prof. Nicholson and 
others, not strictly accurate. Economics they say, Is rot concerned with each and every type ol utility : it 
studies a utility only if it has value. Economics studies wealth which consists ol goods and services having 
value In-exchange j so that those goods and services which have no valuein-exchange ate not stud ed In 
Economics. Strictly speaking, therefore, pioduclion should be defined as the "cteallon of lalues. Protessor 
Nicholson defines prednetion as the "creation of economic utilities"; and thinks that by sodetining it 
we will set rid of several vague and inconsistent ideas populaily associated with this term. But as we have 
the term 'value' to connote the same sense as economic utilities, it will be better to ddine production as the 


Cieallonol value, 
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branch of Economics. In the former sense, production is the creation of utilities ; in 
the latter sense, it is that division of Economics which studies the problems relating to 
the production of wealth. Students should clearly note these two'applications of the 
term ‘production’. 


. § 2. KINDS OF UTILITY . 

■ ■ Utilities ate created in six different wavs and are divided into six classes accord- 
ingly. Corresponding to them ate six types of the process of production. 

(1) Form Utility, When utility is created by changing the form of the matter, 
it is called form utility. The carpenter who gives to a log of wood the form of a 
chair | the blacksmith who gives to the iron, the form of a hammer ; and the goldsmith 
who gives to the gold the form of a necklace, all create form utility. In the creation 
of form utility, ,it has been aptly remarked, there is the widest possible range, of opera- 
tions, mechanical or chemical, from that of the agriculturist by whose intervention the 
black earth of the prairie is transmuted into golden grains, to that of the lace-maker 
whose whole industry is to arrange his gossamer into fantastic shapes. 

This form of production includes all the extractive and manufacturing indus- 
tries. Extractive industries ate those industries in which men are engaged in extracting 
or drawing forth taw materials from the lap of Nature ; for instance, agriculture mining, 
forestry and fishery. Manufacturing industries, on the other hand, are those industries 
which give diffefent forms of useful articles to the raw materials, for instance, cotton 
textile mills, sugar factories and steel factories. 

.(2) Place Utility. The utility created by the removal of an article from one 
place to another, is known as place utility. Generally the article in question is 
plentiful at the place from where it is transported, and scarce at the place to which it is re- 
moved. For example, Kashmere fruits have gteafer utility in Allahabad than in Kash. 
mere ; timber hasfgreater utility in a pulp factory or iq a carpenter’s workshop than in a 
forest ; sand has greater utility in the heart df a city, where it may be used for the 
construction of buildings, than in a desert or on the bank of a river. The carriage 
of all these things from their respective places of origin to their respective places of 
consumption increases their utility. Transportation, therefore, is a productive process. 

(3) Time Utility, The utility which is created through the preservation or 
storage of a commodity for some time, is known as time utility. There are some 
commodities which acquire greater utility with the passage of time. Old wine, for 
instance, is considered to be fat more tasteful than fresh wine. Old rice similarly 
possesses more utility than fresh rice. Again, a cake of ice which has no utility in 
the winter may acquire utility through being kept over into the following summer. 
Such processes of preservation and storage are, therefore, productive processes. 
Accordingly the trader, who purchases goods at the time when , they ate in plenty and 
cheap and sells them at the time when they ate comparatively scarce and dear, is a 
producer. 

(4) Possession Utility, Possession utility is the utility which is created by 
transferring the possession of an article. Possession utility is created because the 
transferee derives greater utility from the possession and use of the article than the 
transferor. For instance, books and stationery kept in the shelves of a shop-keeper 
ionot have as much utility to him as they have to their purchasers. The processes 
of purchase and sale are, as such, productive processes and shop-keepers are producers. 

(5) Service Utility. The utility created by the rendering of some service not 
embodied in a material object, is known as service utility. All the personal services, 
which are rendered directly to the person of the consumer, create service utility. 
Similarly all the public servjces, which benefit citizens through the agency of the 
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State, create utility. The teacher who teaches the student, the doctor who cutes the 
patient, the actor who acts, the dancer who dances, and the constable who protects 
life and property of the citisens, all create service utility and ate producers. 

id] RrMled^e Utility. The utility which is created through the impartation 
of knowledge is known as knowledge utility. A good example is an informative 
advertisetaent. One may not know the advantages of tooth-paste, which may, there- 
fore, have no utility to him; but if an advertisement tells one its attributes and 
advantages, it may begin to appear very necessary. Its ntilicy is, thus, created by the 
advertisement. Advertisements which convey knowledge utility ate productive. 

r 

The above discussion shows that the term production is fairly wide. A farmer 
is a producer because he creates form utility. So is a trader who creates place utility. 
Domestic servants ate producers as they create service utility. Carpenters, black-smiths, 
businessmen, lawyers, doctors, teachers, engine drivers, advertisement-framers are all 
producers.® But a college student is not a producer because he does not create any 
utility as student. 


§ 3. PEODUOTIVE OCOUPATIOHS 


Troductive occupations may conveniently be divided into the following classes i 

1. IndDStrlai Occupations 

These occupations are concetned with production of matetial objects. They 
ate divisible into!' (a) ExtMCftveoccMtMtiow which are concerned with the extraction 
or obtainment of materials from the lap of Nature; and (b) Manufacturitig occupations 
which concern themselves with the convetsion of raw materials into finished products. 

OCCUPMIOMS 


Industrial Commercial 

OccupatioDs OccnpailoDs 


EslracliK Mapafaclurins 

Occupations Oceupatloas 


Ttansport Dlstriliallve Banking ond 

Oceipaliots Insurance 

CliBTt:i. ShoWlogeassssoioccupations, 


2. Commercial Occupations 

The occupations which provide links between producers and consumers, i. S,, 
help in the transfet of goods from producers to consumers, are known as commercial 
occupations. Such occupations are of three varieties. 

t«) Distributive. They include the activities of the persons who actually dis- 


, I 
Services 

I 


Direct 

services 


Prillc 

services 


Slit early limes, Here was In France a group rf econornlsts, known as Physioctats, who held that 
aniienlture -alone is productive, other occupalions being nnpipdusnve. Physlocrals were lollowed by Met. 
Sis, according to whom commerce alone was ptodutbve. Adam bnith, the Father ol modern tonomles 
Set on e^ndtd the scope ol production to the creation olall Ire male lal obiec s. Thn scope has in 
KtEteen still more widened sons to Include the ulilllyof any and every kind, whelher embodied 
in a malerial object or not, 
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tribute goods among consumers directly or indirectly. Whole^salets, retailers, com- 
mercial travellers are all engaged in distributive occupations. 

(6) Transport, It relates itself to the movement of goods from one place to 
another. Railway transport, motor transport, etc., belong to this category. 

(c) Bat^ni and Insurance, Banka finance the movement of commodities and 
also give monetary help to wholesalers, retailers and consumers in diverse ways. Pro- 
tection against fire and sea risks and other contingencies is provided by insurance 
companies. 

S. Service 

The professions of rendering services are those in which service is rendered 
either direct to consumers or to the public. The former is known as direct service ; and 
the latter, public service. The services of doctors, lawyers, teachers and domestic 
servants ate direct services. The services of civil servants. High Courts Judges and 
constables ate public servants. 

KST QUESTIONS 

1. Explain the meaning of Production fully. 

2. "Production is the creation of economic utilities.'' Comment. 

3. Describe the various processes of production. 

4. tt'hat ate the kinds of utility you know of 7 Describe fully. 

5. Are these producers r Musicians; traders; sweepers; teachers; stock-exchange dealers; speculators; 
actors I painters ; sadhus ; insane persons : wives 7 

EXAMINATION QUESTIONS 

1. 'M'hat do you understand by ''Production"? Consider whether the following ate ptodudive 
workers : (a) farmer, (i) trader, (a) domestic servant, (d) College student. Give reasons. 

(Raiputana,!, A„ 1940) 

2. What is the meaning cf production in Economics ? (Punjab, I. A., 1934) 

B, Explain production. Sf'hnt ate the lactors of production ? (Calcutta, I. A., 1927) 



CHAPTEB24 


FACTORS OF PRODUCTION 

Thsnks to 8 tfsditlon datinj tfom the tlin# ot the first ttonomlsts, three agents of production have always 
been distinguished; (and labour and capital* This threefold division has the advantage of simpUcUy, and 
there seems to be no need to abandon U.— 

§ 1. FAOTOES OP PRODUOTIOH 

V- 

There are certain things which contribute to production. They are, therefore, 
called thd factors of production. The factors of production ate chiefly two : (i) the 
personal exertion or effort of human beings ; and (ii) the objects to which the exertion 
is applied. If a hunter wants animals, he must make an eflott to kill them ; and the 
animals which he wants to kill must exist. Similarly, the gtass-cutter who wants to 
cut glass must devote himself to. the purpose and the grass which he wants to cut must 
be in existence, These two requisites ate indispensable for production ; without either 
of them, no production is possible. These two requisites of production are known in 
Economics as (t) Labour, which refers to the personal exertion of human beings ; and 
(ti) Land or Gifts of Nature, which siBnifies the objects provided by Nature and which 
men adapt for theit use.* 

The importance of these two factors of pioduction was realised by man during 
the days of his earliest habitation on this planet. It was also appreciated by him fairly 
early that his eflorts could he made mote effective if he could have some implements 
or weapons to aid hia efforts. The primitive hunter had realised that he could kill 
more animals if he had a spear ; and the grasS'Cutter had similarly felt that he could 
^ cut grass quickly and plentifully if he could have a book. This external implement or 
appliance, which increases the effectiveness of human efforts, and which emerged as a 
third factor of production at an early stage of civilisation, is known as Capital. 

These ate the three chief requirements of productive effort, namely, 

(1) The Nflturai— Gifts of Nature. 

(2) The Fewonal— Man’s own energy and skill, 

(3) The Artijfctal— That which man has made to help him in his effort. 
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FI;. U. Explafninj the factois ol pioilgctiro.s 


rTheteaielwo essential iactois In all pioductive processes ( natuie and man. Nalnre llaaws In p^ 
ductioQ as On aggregate of materials and blind forces* Acting In conformity with invariable laws, sne 

destroys as readily as she create Man, on the contrary, appears as a being with conscious pnipose. 

He also destroys— not ruthlessly, however, us nature seems to do, but in order to gratify ms wants.— 
Seager, Of, Cit,, p. 123. 
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Factors op peodootion 

production ; while the suppliers of these ate known as the agents of production. Land, 
labour, capital, organisation and enterprise ate factors of production ; while landlords, 
iabouiers, capitalists, organisers and entrepreneurs (or enterprisers) ate agents of pro- 
duction. 

Illnstration 

The various factors of production used by, say, a village weaver, a BenateS 
brass-worker and a cotton textile factory-owner, may be studied on a comparative 
basis with a view to elucidate and illustrate their relative importance in different forms 
of production. 

Land or ffiffs of Nature. The village weaver does not requite much land or 
gifts of nature. He simply needs a small plot of land where he can fix up his loom ; 
he does not use water power or electricity. The Benares brass-worker generally needs 
more land to set up his workshop, through electric power is rarely used by him. The 
cotton textile factory requires pretty large quantity of land. The factory occupies a 
big plot of land w hile electric power is used for the operation of machinery. Its 
climatic requirements ate also definite for the atmosphere must be humid so that the 
thread may not break when it is being spun. 

Labour. The village weaver does not require much labour. Generally he 
depends upon his personal exertion and is sometimes helped by the women and children 
of the family. The Benares brass-worker requires larger amount of labour. He works 
himself and also employs some apprentices or labourers. In a modern cotton textile 
mill, however, immense quantity of labour is needed, employing as it does, hundteds 
and thousands of hands each day. 

CapilflI. A village weaver requires small capital for the purchase of his ordinary 
loom, and raw materiai which is generally cheap. The Benares brass-worker has 
to manage far larger capital for he has to equip himself with various implements like 
chissle, furnace, etc. The taw material used by him is also mote costly. The capital 
invested in a cotton textile mill surpasses both of them. The large factory buildings, 
the gigantic machinery, huge stocks oi raw materials and large’ stock of goods awaiting 
sale, involve enormous capital. 

Organisation. The village weaver does not require much organising skill in his 
trade which is usually simple and of a small scale. The Benares brass-worker, who 
has to handle mote capital, requires the organising skill to a greater degree ; but his 
need is not considerable. Organisation assumes supreme importance in a modern 
textile factory. In the acquisition of gifts of Nature, labour, capital and enterprise 
and in bringing them into the most effective co-operation, real skill of organisation 
is required. 

Enterprise. In the trade of village weaver with small capital and small output, 
risk or enterprise is meagre. The brass-worker has to undertake greater risk because 
he invests mote capital and his output is larger. The greatest risk is boine by the 
owner of a modern textile factory who has to look after large markets, who cannot 
expect a fixed demand for his produce, and who has large capital at stake. 

§ %. EEuATlTB imPORIANoB OP THESE PA0T0E8 

Attempts ate sometimes made to discuss the relative importance of different 
factors of production. Such attempts ate associated with much difficulty for two 
reasons. Firstly, when all the factors of production are necessary in the act of produc- 
tion, it is rather difficult to decide which is mote important and which is less important. 
Secondly, the owner of every factor of ptoduaion wants that greater importance be 
attached to the factor owned by him. Capitalists award the first place to capital ; 
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kboutets to labour ; landowners to land whereas organisers and enterprisers do not 
•lag behind in pushing forward the claim of their priority. • 

The importance of these factors can be easily shown. Of all the factors of 
production, labour plays an active part and sets the whole productive machinery in 
operation. Nature is, however, absolutely passive and merely obeys man, often after 
long resistance. Nevertheless, whenever we have to produce material wealth, nature 
is found indispensable. The activities of man cannot achieve anything in a vacuum ; 
they operate upon certain materials furnished by nature. Capital also plays a passive 
part ; it is not even a primary factor of production. Logically, as well as chronologU 
cally, it is derived from land and labour : and has been named as “stored up labour".^ 
Organisation and enterprise are special forms of human activities and have acquired 
special prominence during these days of large scale production and international 
markets. It can now be appreciated by the reader how difficult it is to attach relative 
importance to each of the five factors. 

But we may hazard the observation that according to the stage of economic 
progress attained by a community, some factor comes to occupy a more prominent 
position than others. For instance, in the earliest stage of human habitation 
on the earth. Nature’s control over man was supreme; and land or gift 
of Nature was the most important factor of production. As man made progress, 
his control over Nature began to increase ; labour gained an upper hand 
over Nature ; and the former began to be regarded as the most important 
factor of production. Still later, capital began to be used in production in such 
enormous quantities, particularly after the introduction of gigantic machinery driven 
by arfihcial power, that capital successfully challenged the supremacy of labour. 
In racent times, with a tremendous increase in the scale of ptoduction and the interns' 
tional character of markets, organisation and enterprise have come to the forefront. 

According to some economists, there ate only two factors of ptoduction t land 
and labour. Capital, they say, is appropriated from gifts of Nature by human labour, 
and is simply an “instrument of production.’’ Enterprise and organisation ate, again, 
only special varieties of labour. Land and labour, therefore, ate the primary factors 
of ptoduction ; capital, organisation and enterprise being oniy secondary. Of the 
primary factors of production, t. e,, land and labour, man is active whereas Nature is 
only passive. Labour is, therefore, the most important factor of ptoduction. 

TEST QUESTIONS 

1, What do you mean by a factor ot production 7 Distinguish it Itom an agent ol production . 

2. What arc the factors of production and how and why did they come into being, Showtheil 
relative Importance, 

UAMINATION QUESTIONS 

I. Describe and compare tiie combination ol factors of production, (a) in the case ol village weaver 
or potter, fi) in the brass industries ot Benares or Moradabad, and (nj in a cotton spinning mill. 

(U.P.,|,A„B27) 

Land, Labour and Capital have been called the three requisites of ptoduction. Explain this statement 
and oiler any criticism npon li that you may ihink desiradle, tPunjab, 1929 and 1937) 

AIIENIiON 

The problem of the mobility of jmtors of prodiiotm has been discussed under Distribution in Book V, 
Chapter 39, to which a relerence may be made, it necessary. 


aCapital is an intermediate product of nature and labour, nothing mote, its own origin, its existence, 
Its subsequent action, ate nothing but stages In the continuous working of the true elements, nature and 
labout-Bohm-Bawetk, Posifivi Theory of Copitol. (Translation from the German by Smart) p, 96. 


CH4PTEB -25 


PRODUCTIVE EFFICIENCY 


Efficiency Is the walchwotd of fnlnre industrial pragtess, growth, and utpansion. The nation which 
produces with the giealesl efiiclency will be the one o hich will lead the van ol industrial nations.-Sr&en 

Every line of business, be it publishing or printing, shoe-making or cloth- 
manufacturing, or of any other type, engages a large number of firms and companies. 
All such business units are not equally successful. Some firms make large profits, 
> while others, engaged in the same trade, ate hardly able to escape losses. Certain 
companies pay as high as 20 per cent dividend (profit) to their share-holders, while others 
fail to declare any dividend at all. Why is there such a great difference in the 
earnings of the several units I It is chiefly due to variations in the productive efficiency 
of the establishments. Those firms and companies which are very efficienct earn high 
profits, whereas those which ace inefficient are run at a loss. The question of ptoduc. 
tive efficiency is, therefore, the one which deserves further study. 

Productive efficiency may be defined as the capacity to produce more goods, or 
better goods, or both, during a given time. It is generally expressed as the ratio 
between the actual performance of an operation and the maximum performance which 
has been determined to be possible.' 

(i) Internal Conditions, i e., the conditions prevailing within the business unit t 
and 

(ff) External Conditions, ‘i.e,, the forces and factors affecting the success or 
otherwise of the business unit from without, e.g., means of transport, the availability 
and extent of markets, and the price ruling in the market. 

t 

iDteroal Condition 

Internal conditions of efficiency are those .which arise and operate in the 
undertaking itself. They have to do with the my the work is done. They are divisible 
into two broad classes t 

(fl) The efficieticji of each factor of production. By efficiency of a factor of 
production, is meant its suitability foe the purpose to which it is applied. The 
greater the efficiency of a factor of production, the greater will be the efficiency of 
production as a whole, and higher will be the profits earned, other things remaining 
the same. The conditions determining the efficiency of each factor shall be treated 
further in their proper places, 

(h) rite excellence of the proportions in which these factors are combined. Pro- 
ductive efficiency depends not only on the efficiency of each individual factor, but 
also on the excellence of the combination of the various factors of production. If an 
ideal condiination is reached, maximum profits ate earned ; while the earning declines 
ab this ideal combination is departed from. The attainment of the ideal combination 
* is hot an easy task and is preceded by a long and laborious process of trial and error. 


tElticiency has become a sepwate sabieet ol study, foi detailed 'stady, see Cailson, ns/ndostfW 
Situation i Dancen, The Pries of Iniffititno}, etc. 
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Exterad OonMtions 

The external forces and factors which affect the productive efficiency are several. 
They affect, chieffy speaking the marketing of the produce and the problem whether the 
price obtained is sufficient to give adequate rewards to the various agents of production. 
The important ones of the external conditiopa ate : 

(1) The localisation of industry and the nearness of the market ; 

(2) The price ruling in the market j 

(3) The competition from other producers ; 

(4) The excellence of the means of transport ; 

(5) The efficiency of financial institutions ; and, above all, 

(6) The economic policy of the Government 

Each of these elements has its own special importance j so much so that the ' 
attempts of the producer to achieve maximum productive efficiency may be frustrated 
by the absence or inadequacy of any one of them. 

TEST QUESTIONS 


1. 'Vhat is meant by the efficiency of a factor of production 7 

3. If your brother asks you why is one company ran at a profit while thej other.sullers a loss, what 
reply would yoii give 7 

’ S. What do you mean by internal and external conditions determining the prodactlve eificiency of a 
business unit 7 Explain fully. 


EXAMINATION QUESTIONS 


1< What is meant by the efficiency of a factor of produclhn'7 On what does the efiicieiicy of land 
and caritel depend 7 (U. P., I. A., 1940) 

2. What do you understand by 'cflicler.cv of a factor of p'odocilon' 7 Do you think Ihe factor of pro- 
duction— labour-is efficient in India 7 (U, P., i. A., 1932) 
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INTRODUCTION TO BOONOMICfi 


It should be noted that the total yield does certainly increase after the applica- 
tion of every fresh dose. But since the return due to the application of each fresh dose 
is persistently diminishing, the total return increases at a diminishing rate or less than 
proportionately. 

This Law of Diminishing Returns as applied to agriculture has thus been 
formulated by Marshall ; "An increase in the capital and labour employed in the 
cultivation of land causes, in general, a less than proportionate increase in the amount 
of produce raised, unless it happens to coincide with an improvement in the an of agricul- 
ture." It should be carefully noted that the law relates itself to the amount of the 
produce raised and not to its price.’ 

" The reason why diminishing returns are obtained from land is not fat to seek. 
The productive capacity of the soil is limited and is subject to exhaustion, When the 
first dose of labour and capital is employed to a particular plot of land, it uses up a 
certain portion of the productive capacity of the land The second dose, when 
employed, has less productivity to exploit as compared with the first dose ; consequent- 
ly the yield due to the second dose is not so heavy as due to the first dose. This 
phenomenon goes on repeating itself with every successive unit.^ 

Illostratlon 

We shall illustrate this law by a concrete example. Suppose a cultivator has got 
a plct of land. He applies to it the first dose of labour and capital, which gives an 
yield of 90 tons of rice. The application of the second dose of labour and capital 
pushes up the total yield to 160 tons. When he applies the third dose, the total output 
is raised to 220 tons. The fourth dose similarly increases the total produce to 265 tons ; 
the fifth to 300 tons ; and the sixth to 320 tons. The application of each new dose 
Increases the total output but the output due to each successive dose goes on 
diminishing. The first dose, in our illusrration, produces 90 tons of rice. The 
first and second doses together produce 160 tons ; the second dose, therefore, produces 
only (160—90=) 70 tons of rice. Similar calculations will show that third dose yields 
60 tons ; the fourth, 45 tons; the fifth 35 tons; and the sixth, 20 tons. These results 
are tabulated below 


Doses of Labour sod Capital 

Total Output (In tons) 

Output due to each 



dose (In tons) . 

1st 

90 . 

90 

2nd 

160 

70 

fitd 

J20 

60 

4th ' 

265 

45 

«h 

BOO 

3? 

fith 

320 

30 


Diagrammatic Bepreseatatiou 

• The law can be represented dUgtammatically as follows : 


“it Is impoitantlo remember that the tetura to capital and labour of which the law speaks. Is measured 
by the (TOiroirt ol the produce raised Independently of any changes that may meanwhile take place in the irice 

ofproduce.-Marshil|,Bron<»mfMo//(id(M<fy.p.M. 


liitninjshfns refuma are obtained at a fixed cost, the cost ot 
Hyncc thjs law Is ^Iso styled as the laa of hattning Costs. 


production per unit ^oes on increasing. 
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Fig. 14, IIlustra'iDg Ihe law of dl ninhtiing returns. 


In this figure doses of labour 
and capital hare been measured along 
OX axis, and tons of ric^ along 
OY axis.* The figures of the| output 
due to the several doses as given in the 
above table bare been plotted on the 
graph and the points have been, jbined. 
The curve DR is thus obtained. ' This 
is the curve of Diminishing Returns. 
It is a slopy curve which indicates 
that the returns due to each additional 
dose go on diminishing as the. number 
of doses of labour and capital goes 
on increasing. OD line represents 
the return due to first dose ; 2Xi, the 
return due to second dose; dXg. that 
due to third dose, and so on. These 
lines go on decreasing in size,' thus 
illustrating the diminution in returns 
due to successive doses. 


Limitations of the law 

The statement of the law as given by Marshall consists of two very significant 
expressions i U) in general, and (it) unless it happens to coincide laitb an improvement in 
the art of agriculture. These two expressions constitute the two limitations of the law 
and ate discussed below. 

(i( /« General The law of diminishing returns is true in general ; but it does 
not operate if the land is under-cultivated, i. e., if labour and capital employed to a 
plot of land ace not adequate to use up fully its productive cadacity. To give a con- 
crete example, if a cultivator owns 1,000 acres of land and devote negligible quantities 
of labour and capital to it, the productive capacity of that big plot will not be complete- 
ly exploited. And if he applies another dose of labour and capital to that plot, the 
yield due to it may increase because of the fuller utilisation of the productive capacity 
of the soil. But once the stage of full cultivation, that is, full utilisadoo of the 
productive capacity of the land is reached, the diminishing returns will certainly be 
okained. The law sets in operation only [after the pint of full cultivation of land, 
If we consider the output obtained from a piece of land from the very beginning, we 
will find that the application of the first few doses gives increasing return ; to be 
followed by constant returns; aftet which diminishing returns appear. Fig. 25 on 
p. 162 represents these varying tendencies ; AB represents increasing returns, BC constant 
returns and CD diminishing returns. The stage of full cultivation is teached at the 
point C ; and as is shown by curve CD, diminishing returns are obtained after this pmnt. 
‘In general’ drops a curtain over the phenomenon up to the dotted line O'C ; and offer? 
to our view simply CD curve, the curve of diminishing returns. ° 


ssome miters feel that ■in grnnal' mean' that law is generally true in a f 

a few cases in which if does not hold true. This iulerpfctarwj oi the teini in ?eBera! is i wnecl uepausp 
there is Rot a single case in the la# does not operate. 
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tank 01 lake less ptoli'fic, with the result that further effdrts aire not rewarded 
equally well. 

Such is probably not the case with sea fisheries. Sea fish miiltiply so fast 
fKat^shing1jy men does not diminish their number. Thus a fish known as Long lays 

down 18,500,000 eggs in a year, i. e., from 50,000 to 60,000 eggs per day. Other 
Varieties of fish are also surprisihgly procreative. Some writers, however, seem to hold 
the opposite View and feel that even sea fisheries are subject to the law of diminishing 
returns. 


(2) JWinesfltid Quarries. The law of diminishing returns operates in the 
working of inines and quarrifes as well. As .the labour and capital applied in the 
working of a mine increase, (the lower and deeper strata have to be dug. Deep 
digging requWes elaborate, coitly and laborious arrangements for proper lighting, for 
convey ing-air-further-inside the-mine and for transporting the mineral 'to 'rife pithead. 
The expenditure of each successive unit 6( labour, and capital, as such, produces 
leSs’ than -prop'oftiona'te mineral, 

(3) Building of Houses and Shops. The law is also applicable to the building 
of houses'end shops. If mote labour and capital are applied to a particular building, 
higher storeys will beiaised. The wastage of material and time, and the cost involved 
in the construction of these 'storeys 'will go on increasing for bricks, lime, mortar 
and :workers will have to be carried much higher than before. The application of 
each do^e of labour and capital will, therefore, be rewarded less handsomely than 
the previous unit. 

(4) Pottery. Even pottery is subject to this law. Earthen wares are made out 
of clay which is to be dug out. The deeper one has to dig up with a view to obtain 
clay, the mote labour and time it requites. The return from pottery, as such, begin 
to decline with the application of further labour and capital. 

(5) Manufacturing. 'While agriculture is subject to the law of diminishing ' 
returns, manufacturing is said to be subject to the law of increasing returns. This is, 
of course, true. But if the conditions under which the law is conceived to apply in 
agriculture ate also present in the case of manufacturing, the law is bound to operate 
even in the latter. In agriculture we take land as fixed in quantity and other factors 
are mcteased in amount. Similarly, in. manufacturing, if we keep one factor, say, 
labour or raw materials, or capital fixed in quantity, and increase other factors, diminish- 
ing returns ate bound to follow. 

§ 3. THE LAW OF INCRBASIhG RETURNS 

just as the law of diminishing returns is applicable to 'agriculture, similarly the 
law of increasing returns is applicable to , manufactures. If we apply fresh doses of 
labour and capital to a manufacturing industry, each successive dose will yield increas- 
ing tcturos* This law of incicasiog returns has been-stated by Marshall as below j ■ “ An 
increase-of-Iabpur and.capital leads generally to improved organisation which increases 
the_e.mciem:y of the work of labour arid capital". ' ' " 

1 of productive resources along OX 'axis SnU' output 

along Or axis, the law of increasing returns will be represented diagrammatically by 
a curve like IR in'the following graph i , 
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tance, if the first dose produces 50 maun^ 
of sugarcane, two doses may produce 100 
. maunds, three doses 150 maunds, and 
four doses 200 maunds; so that the 
return due to each dose is 50 maunds. It 
we represent productive resources along 
OX and output along OY, the law of 
constant returns will be shown by the 
curve CR, in the following diagram : 

All dotted lines ate equal, which 
shows that the return due to each dose 
is the same. 

This law operates due to an exact 
* 4 X counterbalancing of the tendency towards 

PRODUCTIVE DOSES diminishing returns and the tendency 

c » . . n. towards increasing returns. This may 

- Fu.- 28. Showinj the Law ot Constant Returns. . ^ ^ concern which 

matiufa'ctufes sugar' as well as grows sugarcane The former' is subject tOjthe 
law of increasing returns, and the latter to that 'of the diminishing returns, inese 
two tendencies may, in, such a case, be exactly balanced so that constant returns may 
be obtained. Such cases, however, are rare in practical life. This law is, mote ot 
less, oiie of probability and of theoretical interest only. . 

Because the returns due to successive doses remain constant bete, it follows that 
the cost per unit also remains unchanged. Hence this law is also' called the iaw of 
cowtantjop, ■ ■ ■ . ^ - 



5. NAI'UBE AND THE LAWS 0? RETURNS 


Marshalllsn Approach 

In the discussion of the above laws we have specifically .mentioned the .reasons 
why each of them sets into operation. Mar.'hall approaches the problem from a different 
standpoint, namOly, the part which Nature and Man play in production. Nature is 
always- and ,ey_ety,w.hefe .economical'. ''~AT'8uchr"whefe Nature plays a predominant role 
in production, as it does in agriculture, diminishing returns are obtained. Man has 
been trying from the very beginning of his existence to subdue Nature and to prevent 
this tendency of Nature from operating. Where he is able to get the upper hand, as 
happens in manufacturing industries, increasing returns are obtained. In the words 
of; Marshall, “while the.part which Nature plays jii production shows .a tendency tc 
diminishing returns, the part which Idan-plays'shows a tendency to. .increasing returns. 
If the'aefions of.the laws of increasing and diminishing returns., ate .halahced, ..we-hay.( 
the law of .constant returns.” In purely' extractive industries, like agriculture anc 
mihitig. Nature’s contribution is supreme and, therefore, diminishing returns an 
obtained. In manufacturing industries, on the other hand, human control is prominent 
therefore, increasing returns are obtained. 

Is There Only One Law ol Beturos ? 

There are some economists who maintain that there is only one law of return 
and that is of diminishing returns. The other two laws, those of increasing am 
constant returns, are only conditions precedent to the operation of the law of dimini 
shipg returns. .They are simply the passing phases: ultimately it i^. the law of dimini 
•shihg returns., which operates.: . ■ j . 
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INXBODlfSnOK- TO BOONOMIOS 


B> > Explain as cleatly. and lully as yau can the Law at icteasine and^DImintihing Relarns. 

jgap); 

4 State clearly the law of Ditninishinp Returns, ^hat are its limitations? (I. A, 1931) 

'5: Explain how Incteaslnp returns result from division ol labour; from specialisation of machinery, 

frorfritransportation on' B' large scale. (I. A., 1917) ’ 

' Discuss the Law oh Diminishing' Returns. Is It applicable to mines ? To Ashing In rivers.? i To. 

.potteries 7 , (I. A., 1926) , . . j j , j 

f: Explain as clearly as you can the concention of increasing and decreasing returns. and,conslder 
the part played by internal and external economics in bringing about tncreaslng retuns in tUdustries. 

fl. At, 1925) 

8 .. What is Ihe.Law of .Increasing Returns? Hawdoes.it operate) in manufacturing Industries.? . 

(I. Com., 1944) 

9 , Discuss careiully the Law of Diminishing Returns. (I. Com., 1943) 

:10. State the law ohincreasing Returns and show how it opetatesiin Agriculture and Industry . 

(li Com., ,1940). 

" 11. Diiituss carefully the law ol diminishing returns. (I. Com., 1938) 

'll. State end Illustrate the laws ol returns. (I. Com, 1936) 

13, Explain clearly the law of diminishing returns. Are there any factors which tend to check its 
operation 7 (I. Com., 198^). , 

Etajputassa Board . 

1. Explain the laW/Of tncreaslng returns, and show how the law of diminishing cost follows from it, 

, (I.A„1944) 

1 .. State and explain fully the Law of Diminishing Returns, (I. A., 1940) 

' 3. Explain the iaW'ot Diminishing Returns both In Its intensive and extensive forms. Explain what 
you understand by the marginal doSc of labour and capital ns applied in cultivation, (It A., 1938) 

4. StateandexplainthcLawof Diminishing Returns (1. A., 1935, 1937) 

5 . State pnd explain the Law of Diminishing Returns, In what kinds.of Industries will you expect 
this law to operate? (I, A., 1933) 

6 . ‘The tdturn'o capital and labour of which the law of diminishing returns speaks. Is measured 
by the amount' ol the produce raised, independent ol' any changes that mUy meanwhile take place in the 
price of produce ' Analyse carefully the limitations on the Law ol Diminishing Returns with reference.to 
this statement, (I. A,, 1932) 

7. Stale precisely the laws of increasing end diminishing returns and explain the circumstances under 
which their operation may be withheld or postponed. ( 1 . Com., 1943) 

8 . State and explain fully the law of Diminishing Returns. (I. Com,, 1940) 

Patna Univeraity 

1. Explain the Law ol Diminishing Returns.and the circumstances In which It can be held in check. 

(I. A,, 1940, Sripp, 

2. Explain the Law ol Dlmlnlshing Returns with reference to agriculture and mention the conditions 
under which it operates. (I, Com,, 1914, Supp.) 

3. State and discuss the Laws of Increasing and Diminishing Returns, (I, Com., 1942, Ann.) 

Olhor Examining Bodies 

1. Discuss the laws of Returns, ‘'IPe say broadly,' remarks Prof. Marshall, 'that while the part 
which Nature plays in produclion conforms to the law ol diminishing returns, the part which Man plays conform 
to the law of Increasing returns ' Explain. (Punjab, I . A., (936) 

2. Enumerate the Law of Increasing Returns, Does It apply to secondary Industries only ? Suppose 
the production of steel in India obeys the law, how will consumers of steel be eflected if its production is 
encouraged. (Punjab, I, A., >932) 

3. Fully explain and illustrate how the cost of production is likely to vary in agriculture Under 
various circumstances. (Punjab, I. A., 1934J 

4. IV hat is the law of diminishing returns ? How does It af lect agriculture ? 

(Nagpur Com., 1942, Arts, 1941) 

5. State precisely, the laws of Increasing and diminishing returns and explain the circumstances under 
vihich'tbeir operation mrty be withheld or postponed, (Delhi, I. A., 1936) 

6 . 'New countries, extensive cultivation, increasing returns, old countries, intensive cultivation, 
diminishing returns,' Explain. (Delhi, I, A„ 1935 ) 

7. Explain the Law of Diminishing Returns. Indicate how an Increase of populalionin an old and 
• backward agricultursi country is likely to iaffcct the followings— (») rent of land, (h) income per head, 

, , . (Delhi, I. A,, 1934). 

8 . Carefully explain the Law of Diminishing Returns. Show that this Law operates in allibranches 
of industry but that its innuence is mote evident and pronounced in the extractive industries or wherever the 
iuAuence of Nature Is permanent. (Delhi, I, A., 1933) 

9. State and explain the Uw of Diminishing Returns as applicable to produttlon. (Delhi, I. A., 1930) 
lOi Explain the Law of Dimiriishing Returns with reference to agticullutal (Bombay, I, A., 1940) 
f|. Explain tbp Law ol Diminishing Returns yNih reference to^urban building development and mining, 

' ^Andhra, I, A., 1944) 
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INTRODUCTION TO ECONOMIOB 


In the former method, the area of cultivation becomes mote extensive than 
before;. hence it is known as extensive cultivation. In the latter case, the same plot 
of land is operated upon by ihore labour and capital than before ; in other words, 
cultivation becomes intensive. This method of cultivation is, therefore, known as 
intensive cultivation," 

A cultivator wishing to increase his output may follow either of these' two 
methods ; but which methods he should select out of these two, is, more or less, a 
question of cost. If he finds that additional produce can be raised more cheaply by 
following the extensive cultivation than by following the intensive cultivation, 
he will adopt the former method. If, on the other hand, ii.tensive cultivation 
seems to he the cheaper method, he will naturally adopt it. In case, land is 
so plentiful that it can be had at a nominal cost while labour and capital ate 
comparatively dear, extensive cultivation will be the cheaper method for the. 
obtainment of increased output. The progress of all the countries of the world shows 
that in early times whenever men felt the necessity of increased agricultural output for 
supporting increasing population, they resorted to extensive cultivation because land 
was obtainable in those times merely for the asking. In America the early settlers 
followed the wasteful process of cultivating a plot of land to be readily abandoned, as 
soon as its yield deteriorated in favour of a new and virgin land. This method was 
condemned as "earth butchery”; and was an extreme example of careless extensive 
cultivation. But, if the land is rate due to pressure of population while labour and 
capital are comparatively cheap, intensive cultivation is preferred to extensive cultiva. 
tion. In recent times population has tremendously increased and land values have 
sprung up sky-high, with the result that intensive cultivation has made rapid progress 
in almost all the countries of the world. In Denmark ami Holland in particular, where 
population is very dense in comparison to the area available, highly intensive cultivation 
has to be practised. In the most thickly populated countries of the world, namely India 
and China, intensive cultivation, though so fat held in check due to ignorance and 
poverty, is becoming common. 

It must not, however, be supposed that a country either followg_ intensive 
method or extensive method. That is not so. As a matter of fact, expensive and 
intensive cultivation go side by side in a country for a certain length of time ; and 
while afterwards intensive cultivation may become the more important method, 
extensive cultivation lingers on for a considerable period and it is rare that it entirely 
vanishes. The application of intensive method depends mainly upon (i) increasing 
population and (ii) technical improvement. In the earliest stage of habitation, popula- 
tion is small and technical knowledge limited ; hence extensive method is adopted. 
But as population increases, intensive cultivation becomes growingly necessary and 
improvernent in technique make its adoption possible. At this stage intensive cultiva- 
tion begins to get popular. In certain cases cultivators may be very backward so that 
they cannot adopt intensive cultivation. This is the case, for instance, in India. In 
such a case the speed at which intensive cultivation is adopted will be slow. Neverthe- 
less, the tendency is towards a greater adoption of intensive cultivation ; and this 
stronger as population increases further and technical improvements ate 
adopted as a wide scale. And, indeed, we can think of a country wnere everybody 
adopts the intensive methods. But this is perhaps an imaginary case and as much 
remote from existing reality as a country which follows only extensive method. In 
most of the countries today intensivj and extensive.mthods generally go hand in hand. 


*!>* tadoi! ot proiBclIen are, ol course, incfeaitd when increased 
ent pnt hasto beobiained. But in exiensive cu tivalion, it is chiefly land which is increased, other taitors 

C'JlI'vJtloni oi <tie olhtr hand, land 

i^mgins fixed in quantity wh)le other factors are increased . 
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INTEODUOTION TO EOO'NOMIOS 

TEST QUESTIONS 


1, DeOntltnil. What srt Its charactetislics ? 

2. "Land is peinanent, II does not wear out." Judge the validity' ol this slalement bp laklnsdlllerent 
tiamples ol land and testing whether they are permanent or not. 

S'. What Is the role which land plays In the act oi production T Can production be carried on without 
the aid of land ? 

4. What do you mean by the elllelency oi land and how Is it measured ? On what factors does it 
depend? 

5. What do you mean by extensive and intensive cultivation ? Explain fully. 

e. What type of cultivation is being fallowed In India at the present moment ? What arc the reasons 
leading to the progress of intensive cultivation and whet are the hindrances, 11 any, to such a development ? 

EXAMINATION QUESTIONS 


U. P. Board 


1. Extensive and intensive cultivation go side by side in a country. Explain. (I. A>. 1945) 

2. Explain the meaning of the term land in Economics. How does land differ from the other factors ol 
production ? (I. A., 1942) 

8, In what respect Is 'land' fundamentally differeid from the other factors ol production ? How does 
this alfect the law of supply in production ? (|. A., 1930, 19391 

4. Explain clearly what is meant by 'extensive' and 'intensive' cultivation. To what extent has the 
latter been resorted in U. P., and what are its possibilities 7 (I A., 1933) 

5. Describe cart fully the term 'Extensive' and 'Intensive' cultivation. To what extent is the latter 
process of cultivation being carried out In India 7 What ate the chief dillieullici to be met within its adoption 
In India? (I. A., 1929) 


6. State what is meant by the term "Land" In Economics. 
(I. A., 1928) 

7. What are the main characteristics of land which 
(I. Com, 1941) 


To make your meaning cleat, give example 
affect produclion? Slate and explain them. 


Raiputann Board 

<4 r® drawbacks of small-scale farming? 'if'h/ are small farms better 

salted to indis 7 (I, Com., 1945) ’ 
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tStRObtfOTIOK fO BOONOliWS 


ing themselves into a seafaring nation ; while the past 

she was one of the leading maritime nations of the world, has kindled m them the 
desire to achieve the past glory. , , / . . , 

The geographical position of India is very favourable for international trade, 
nlaced as she is in the very centre of the eastern hemisphere. She has, indeed, splendid 
SercUl reto ^fth the rest of rheworld In of 

location at the present moment, she is much handicapped by the absence of her own 
mercantile marine. If this obstacle is removed in course of time, as the recent trend 
of events holds promise for, India is surero emerge as a leading commercial country 
of the world. 


§ Z. THE GKOIiOGIOAL STRHOTTJRB OF INDIA (SOIL) 

The geological history of this country provides an interesting reading. About f 
a thousand years ago India was not exactly what she is today. She was connected with 
Africa by land and the sea covered the areas now called Rajputana and the Punjab, 
As time tolled on, severe volcanic erruptions and other geological changes took place 
which gave to India her present geological shape. 

Soils of India 

In the geology of a country, nothing is so important as composition of its soils. 
Soils play a fundamental and dominating role in the economy of out country, which 
is prepondetingly agricultural. The success or failure of agriculture _ depends upon the 
suitability or otherwise of the soil. India is fortunately gifted with rich soils. It is 
on the whole dry and yields good product only if adequate water is available either 
through natural rainfall or through artificial irrigation. 

The soils of India can be divided into the following classes : 

(1) The Alluvial Soil. 

(2) The Trap Soil. 

(3) The Black Cotton Soil ; and 

(4) The Crystalline Soil. 

fl) The Alluvial Soil. The most extensive and agriculturally the most important 
soil of the country is the alluvial soil. Its composition and characteristics are not fixed | 
on the contrary, they show noteworthy diversity. In the northern parts of the country, 
the soil is porous and dry ; in Bengal it becomes compact and moist ; while in Peninsular 
India it is very compact and wet— it is in fact clayey and dark in colour. It spreads 
over the Punjab, United Provinces, Rajputana, Bengal, Assam, Gujtat and Sind. It 
is also found in some parts of Madras and of Peninsular India as well. • The alluvial 
soil contains plenty of phospheric acid, potash, lime and magnesia and can very well 
beat rabi and iharif crops. 

(2) The Trap Soil, The next important variety of soil is the trap soil. Whet 
the trap soil is found on the uplands and the slopes of the hills, it is usually porous 
and light and yields poor crops. In the lowlands, however, it is thicker and drier and 
is capable of yielding heavy produce. It is found in the whole of the Deccan and the 
considerab e parts of Central Provinces, Kathiawar and Hyderabad. It can grow cotton, 
wheat, millets and pulses very well, ^ 

(d) The Bkci Cotton Sail. The black cotton soil covers considerable parth of 
Southern India, Bombay, Berar, Hyderabad, Central Provinces and Central India ate 
the chief tracts, where it is found. This soil is black in colout and is best suit^ to the 
growth of cotton ; hence the name, the black cotton soil. This soil is very compact 
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^78 lUTRODUOTION TO BOONOMIOS 

moderate. Thus the North-West Frontier Province and the Punjab are very cold in 
winter season and very hot in the summer season ; but as « e move towards Bengal and 
Assam, winter tend to become mild and summers moderately warm. Similarly Sind, 
Rajputana and the Punjab have dry climate but in Assam and Bengal the atmosphere 
.is moist. The mountainous and hilly tracts jn the Northern India enioy cold winter, 
and refreshing and delightfully cool summers. 

The Peninsular India falls in the equatorial aone. It generally remains hot 
throughout the year ; the difference in temperature during the winter and the summer 
months is very small. The coastal regions, of course, enjoy equable climate. 


EHects ol Climate on the Economy of the Conntry 

The climate of a country plays an important role in determining the character 
of its economic life. In Book 1 we had the occasion to show the relationship beta een 
economic and geogiaphic conditions, which finds best illustration m the effects of ^ 
climate on the economy of a country. We shall discuss this subject below with special 
tefetence to India : 

(1) The occupation of the people ate determined by climate. In our country the 
available moisture and heat make her best fitted for agriculture. This ia an important 
reason why India ia predominately agricultural. 

(2) The diversity of climates causes a diversity in vegetable, mineral and animal 
products and makes life rich, varied and delightful. In India, for instance, grow all the 
vegetable products, from the wheat of the Punjab to the rice of Bengal and the cocoa- 
nuts of the coastal areas. We also possess the various minerals, from the salt range of 
the Punjab to the coal and iron fields of Bengal, Behat and Orissa and the gold fields of 
Mysore. All sorts of animals are also to be seen here, from the Kashmir hill- 
sheep to the Sind camel and Bengal tiger. Such diversity of climate has fitted India 
pre-eminently for economic self-sufficiency. 

(3) Climate also determines the efficiency of the people, since it influences their 
physical constitution and working capacity. In colder climates people tend to become 
sturdy, healthy and painstaking, while the hotter climates tend to make them weak ' 
and dull. For instance, a Bengali who lives in hot and moist climate is weaker than a 
Nepali who lives in cold climate. 

(4) Climate affects not only the body but also the mind. People living in hot 

climates cannot do very hard brain work, at least not for long periods, as compared 
Eno'i!.*’® climates. It is maintained by experts that a temperature of 

iOO F 18 ideal for manual work and that of 30° F.for mental work, 

I5l Climate also deterinines the dress of the people. In cold regions people wear 
woollen and tight clothes, while in hot regions loose cotton or silk clothes ate generally 
put on. This factor has repercussions on the standard of living and efficiency of the 


■ ® njso affects the nature of shelter and building and the planning of 

cities and toads. In the warmer tracts of our country, a courtyard or angati ii 
considered to be an alisolute necessity in the house, but it loses much of its importance 
“ determines the type of colours which ate preferred. 

1 ^ available, bright colours are liked most H 

,but in cold and cloudy tracts, light and plain colours are usually in fashion. 

from the above that the influence of climate on the econoiwe 
ZSon thl rK. ^fy,H«niental. There is indeed much' truth in the 

suggestion that the civilisation itself is a product of climate. 



liAttJBB'S GIFTS TO INlilA ! PHYSICAL ENVIRlNMENT iW 

§ 4. THE BAIHFALL 

Rainfall is one of the two important factors which go to determine the climate 
of a country, the other being temperature. The rainfall in India is brought about by 
the monsoons. It is concentrated in a few months, mainly July, August and September. 
It is not evenly spread and is uncertain in points of .quantity and time. Sometimes 
it falls in torrents and at others it is entirely absent ; while periodic fluctuations are 
frequently noticeable. 

Most of the rainfall in this country occurs during the summer months when 
the sun is north of equator. Due to the position of the sun, air lying over the 
landmass of India becomes hot and light and rises up At the time, the pressure of 
air in the southern oceans increases because the sun is far distant from it, Since air 
flows from a region of high pressure to the region of low pressure, a wind sets in from 
southern oceans to.watdi the landmass of India. It travels thousands of miles over 
the sea and absorbs enormous quantity of moisture in the way. When it strikes against 
the mountains, it gives off its moisture which comes down in the form of rains. As 
this wind blows in summer, it is known as the summer monsoon. It has two branches : 
the Arabian Sea branch and the Bay of Bengal branch. 

The Arabian Sea Branch. The Arabian Sea branch of the monsoon comes 
rushing up from south-west and strikes against the Western Ghats where the rainfall 
is heavy. It also ascends upwards and cau'es rainfall in ocher parts of the country. 
On an average it gives about 100 inches of rainfall. This rain falls in June, July, 
August and September. 

The Bay of Bengal Branch, The Bay of Bengal branch of the summer monsoon 
rises laden with moisture and faces the eastern range of mountains causing heavy 

rainfall there. The rainfall 
at Cherapunji is the highest, 
being 480 inches on an 
average; it was more than 
800 inches in 1861. This mon* 
soon also rises upwards till 
it is obstructed by the mighty 
Himalayas and gives rain to 
the most fertile and the most 
densely populated part of the 
country, tdz., the Ganges 
Valley. 

The Arabian Sea branch 
and the Bay of Bengal branch 
of the summen monsoon give 
90 pet cent of the total yearly 
rainfall to the country. 
Their importance to the pros- 

?ecicy ot India can, there- 
ore, be easily appreciated. 

Some of the rainfall is 
also caused during Che winter 
by what is known as the 
winter monsoon. The summer 
monsoon, as we have seen, 
blows till September. After 
September, the sun 'tends to move to the south of tb® equator. Consequently 
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there is a rise in the atmospheric pressure in the Northern India; and a corresponding 
dechne in the atmospheric pressure in the Southern India As a result of this change, 
the Bengal branch of the summer monsoons fails to penetrate into the high pressure 
tegiohs and takes its turn towards the south. It blows along the western coast and 
Strikes against the southern end of the Peninsula, thus giving tain to the districts 
bbtth and south of Madras. 

§5. THE FLORA AND THE FAUM A 

The geographical, geological, and climatic conditions determine the vege> 
table and animal life (the flora and the fauna) of a country. In India these 
conditions are so briskly varying that her vegetable and animal life is extremely 
rich. In India we find the tropical products like rice, coffee, sugarcane, jute and 
bananas j the sub-tropical products like cotton, tobacco, opium and tea ; and the ^ 
temperate products like wheat, rnaiae, barley and potatoes. 

The animals found in the country ate of numerous species. The bullocks and 
the buffaloes ate the most important of these and are employed for ploughing the 
fields, for carrying loads and for drawing water. The cows and she>buffaIoes are not 
less important since they provide milk and ghee which ace largely consumed in the 
'tountcy, Then there ate animals like the sheep,'the goat, the donkey and the camel 
which have their respective spheres of usefulness'. 

§ 6. GEOGRAPHIOAL DIVISIONS OF INDIA 

From the geographical point of view, India can be divided into the following 
four broad divisions : 

(1) The Himalayan Region ; 

(2) The Indo-Gangetic Plain ; 

(3) The Deccan Plateau ; and 

(4) The Coastal Strips. 

Tbe BlmBlajan Region 

The Himalayan Region comprises the northern mountainous tracts of the 
country. On the north-west of this region spread the Hindukush and Sulaiman 
mountains and on' the south-east, the mighty Himalayas. The south-east mountains 
are crossed by several passes of which the Khybet, Gumal and Bolan ate important. 
These passes are important trade routes. 

The Himalayas IK the chief point of attraction of this geographical division. 
They have the reputation of being the loftiest mountains in the world, and play an 
important part in determining the economic conditions of the country, as they regulate 
the tains, the winds,' the heat, the cold and the moisture and through them the 
supply of foodstuffs and taw materials. Their chief advantages ate the following : 

(1) They stop the monsoons which tush northwards from the Bay of Bengal and 
Arabian Sea and thus cause tain which is the life-blood of Indian agriculture. If the 
moisture does not fall as tain, it gets frozen into snow and then descends in glaciers,-* 
feeding the rivers throughout tbe year. 

(2) Moreover, they stop the cold winds coming from the Tibetian tableland from 
entering into India and thus save her from w calamity which might have otherwise 
made this country a dreary land. 
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(3) From the Himakyas flow the most important rivets of the country, the Indus, 
toe Ganges and others, which are perennially fed by thesnowrclad mountains. Much 
of the agricultural importance of India depends upon these civets. 

(4) In the lap of Himalayas are also found a large number of water.falls which 
can be harnessed for the generation of electric power and the industrial development 
of the country. . 

(5) The forests '‘coveting the southern .slopes of the Himalayas retain much of 
the Tain-water among the network of their roots and their floor of dead leaves, by 
preventing too rapid a surface flow. Throughout the dry season, this water sWly 
trickles down and saves our rivers from absolutely drying up. The Himalayas, there- 
fore; store and regulate' the supply of water to the plains in an equable flow all the 
year round.* 

(6) The Himalayas ate responsible in various ways for giving to the country the 
’- brisk variety of climates which leads to the growth of almost all the cereals, fibres and 

beverages. 

(7) The Himalayas ate so definitely invulnerable 'that they protect India from 
a northern invasion, thus guaranteeing peace and law and order, which ace so important 
for economic progress. 

(8) Finally, they provide healthy summer resprts , and beautiful scenery which are 

valuable national assets. . ■ > V-, ii 

The Himalayan region, is not economically much developed. This is primarily' 
due to the absence of adequate and efficient' means of transport and commu&icatioh; 
On the whole the region is self-sufficient, producing as it does almost all of its requite,- 
ments except salt and petroleum'. 

There ate a number of valleys in this region whibh ate situated in rain-shadow 
areas and where agriculture is successfully carried on. In the eastern pact water is 
plentiful and citrus fruits like, lemons and oranges ace grown. The western pact, on 
the other hand, is dry and here deciduous fruits like chestnut and apple are grown. 

This region is very rich in forests. The most important’ trees found here are 
. the pine, oak and sal. However, these forests remain largely unexploited because they 
ate situated in the regions which cannot be easily reached, the means of transport and 
communication being very poor. At present they ace exploited only for their products 
like kaththa and turpentine. 

The Himalayan region consists of valuable pasture land where sheep and goats 
graze and produce abundant wool. Some minerals, including gold, are also totind here. 

t. ' ‘ ‘ 

The Indo-Gangatlc Plain 

The second geographical division of India is the Indo-Gangetic Plain. This 
stretches from the Vindhyas in the south to the northern mountain ranges. It consists 
of very large plains, traversed by several tiversi which enrich it by the fertile alluvial 
soil washed (town by them. A group of five rivets with Indus as the principal rivet, 
gives , to the Punjab its name. Another group of several large rivets including the 
Gangds .and the Jumna pass through the U. P., Bihaf ' and Bengal. The most important 
rivets of , the region ate the Indus and the Ganges, and, therefore, it is called the Indo- 
Gangetic Plain. . ■ ' 

•.These rivers ate economically very impottanti (1) They have covered the entire 
land with soft, deep and fertile alluvial soil. Thus they h'ave given to this region the 
enviable fertility for which it is known throughout the world, These rivets at? 
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the Berennial source of water and have provided marvellous irrigation facilities. (J) 
They also shift' their bed from time to time and have created an undulating tableland. 
They are generally called “the land-makers”. (4) Finally, they, are navigable to certain 
extent and have made some contribution to the removal of the economic isolation of 
this region. 

Thus these rivers are economically very advantageous. But they are not large 
and'deep and do not allow big steamers to ply throughout or through a large part of 
their course. And as their course is tapidiy changing, trade centres do not develop on 
their hanks. 

On' account ' of its large rivers and fertile soil this plain became the home of 
Aryan civilisation and the birth-place of religious and empires ; and is today reckoned 
as one of the most important agricultural regions in the world. All kinds of cereals,- 
like wheat and rice, of raw materials like cotton and jute, of beverages likd'tea and 
coffee, grow here. It is also rapidly becoming an industrial region. Abundant taw 
material, cheap and plentiful labour and extensive markets for the products, are 
valuable assets for the industrial growth. 

Th« Dsecan Plateau 

To the South of the Vindhyas is situated the Deccan Plateau which looks like a 
triangle. The Vindhya range is its base, the Cape Comorin is its apex and the Eastern 
and 'Western Ghats ate its sides. This tract is a tableland and has an average height of 
about 1,500 feet. This is indeed the oldest part of the country. It consists of many valleys 
through which several rivers flow. The Mahanadi, the Godavari, the Krishna and the 
Kavefi flow towards the East and the Natvada and the Tapti towards the West. These 
rivers are not good for navigation since they ate very rapid ; have several falls and 
rocky beds.* 

In this region large varieties of soil exist, from the fertile and moist black 
cotton soil to the dry and barren deserts. The rainfallis little and uncertain and the 
entire region is subject to famines. ,The plateau is well-known for its forests, cocoa-nut 
palms and cinchona trees. Sugarcane, oil-seeds, millets and tobacco grow fairly well 
in the entire region. Madras grows rice and the southern parts tea and coffee. Coffee is, 
however, the most valuable crop. 

The Coastal Strips 

Besides these three important parts of the country there are coastal fringes along 
the eastern and western coasts. The coastal strip lying between the Bay of Bengal and 
the Deccan Plateau is known as the East Coast or the Karomandal Coast. The strip 
lying between the Arabian Sea and the Deccan Plateau is known as the Western Coast 
or the Malabar Coast. The Karomandal Coast is more extensive than the Malabar 
Coast. These coastal strips possess alluvial soU and are very fertile. They do not have 
any 'mountains or rocks. 

The western coast is known for cocoa-nut trees, cotton and spices like pepper 
and catdimums. The celebrated Broach Cotton which is the best in India grows in 
this region The most important crop on the Eastern Coast is the rice. Cotton and 
sugarcane are also grown while groundnut and jute ate becoming tapidiy popular: 
Hydro-electricity is being generated on an increasing scale and efforts are being made 
to develop the various industries as well. 

^ f___ , , , , ; 

’ihe Demn rivets. Hire most rivets in plateau regions, flow In deep gorges, and are, Ibetelote, oi iitlie . 
value for tUbtr irrigatiou or comnnoleilios and It will be seerr (bit there Is no town of toy ila; or Intportanc* 
on any ol the Deccan tlveri.-Thutsloo, Biertemle Gieentht. 
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L Describe the geognphical limiti and location ol lodii, 

2* ^riteanesiayo(ithe/‘$oUS|Otlndia**. • r- i' 

3. ExplaiR the climate of India and describe her ilora and fauna. 

4. How Is rainfall caused la India 7 Vhat areiischeraelerlslles? 

5. Describe the g^ranhlcai divisions of India 

6. What is the economic signillcance of the Himalayas ? 

7. What arc the advantages and shoillcomlngs of tire indiis and the Ganges systems of rivers 7 

EXAMINATtON QUESTIONS 


U. R Beard 

1, Oesciibc the characteristic soil and climatic conditions of the United Provinces. How do these 
elfect the economy of the province. (I. A.« 1919) 

2. Give an account of the soils and climate of (ufia and expiain their effects od the economy of the 
country. (I. A., 1933) 

Rafpstafla Bond 

1. What are monsoons 7 How do they arise 7 Explain the economic effects of (he monsoons in India 

(KA..1935) 

2. Explain liully the ways in which monsoons sttect the economic welhbeing ofithc people of India. 

(1. A., 1957J 

Other Exasuning Bodies 

1. Discuss the relation between the economic and geographical conditions of a country. (Delhi I* A., 

1937) 

X Write an essay on the soils of India, (B. H* (A I. A , 1936. 1911) 
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1. Foiesn the preservation of which- is essential for climatic and physical 
Jasons. 

' 2. Forests which afford a supply of valuable timbers for commercial purposes. 

3. Minor forests containing inferior kinds of timber and managed for the 
production of wood, fodder, grating and other produce for local consumption. 

4. Pasture lands which are not forests as such, but only, grazing gtounds. 

Steps have been taken by out Government to save the forests from the 
evil of indiscriminate and reckless cutting^ and to improve their yielding capacity, 
These attempts have been fairly successful. 

Backwardness ol onr Forest Indastr; 

The forest industry of our country is very backward. This can be well apple, 
dated from the fact that the Government revenue from Indian forests is only Rs. 5 
crores per annum while in Germany, which has a much smeller forest area, it is almost 
9 times as much. 

The causes of backwardness are several. Consumers in general, are not aware 
of the value, properties and utilities of timbers of all kinds. The Government have 
so far paid attention to the preservation of forests rather than to their proper exploi- 
ration. Much of the backwardness must be attributed to the poverty of the means of 
transport and communication : tramways and roadways are little developed. More, 
over; the system '5f sylviculture is backward and afforestation is fairly absent. The 
complaint is often made that the forest service is poorly staffed and the commercial 
side is generally overlooked. 

All these defects must be removed if our forest industry is fo achieve the proud 
place it deserves. Through the development of means of communication, introduction 
of scientific sylviculture and afforestation, and improvement in the forest service, 
much can be done. The Royal Commission on Agriculture recommended the appoint, 
ment of Forest Utilization Officers in the various provinces, who should be entrusted 
with the duty of proper utilization of forests, 

A closer contact between the Forest and Agricultural Departments was also 
recommended. It was suggested that forests should be classified into major and minor 
divisions, the former consisting of the commercial forests and the latter of fuel wood 
and pastures which should be transferred to the control of the village ponchayats, 
Agricultural colleges, it was hinted, should institute courses in forestry for the training 
of new officers. ^ 


§ 2. MINERAL WEALTH 

Of equally great, or perhaps of greater, economic importance ate the mineral 
resources of a country, which ate entering more and mote into the modern mechanism 
of industry and eren the domestic lives of the people. The modern industrial progress 
is fundamentally based oii machinery and power which are produced from iron and 
coal respectively, the two most important minerals. Out country is quite rich in various 
minerals. Minerals are associated with old rocks. Naturally, therefore, the Pennin. 
sular India, which has the oldest rocks in' the country, abounds in them ; while the 
Northern India, which is fairly young, is poor in this respect. 

Coal 

Coal is the most important mineral in this country. The annual output of coal 
js about 20 million tons, it is, of course, nothing iti compatisori to the output of 
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Great Britain, which comes to 500 million tons per annum ; but excluding Great Britain, 
India IS theJargest producer of coal in the British Empire. 

Indian coal comes almost entirely from the system of rocks known as the 
Uondwana System. It extends over the Peninsular India including Btngal and Bihar. 
Jhana is the most important coal area, producing, as it does, SO per cent of the entire 
coai output of the country, Raniganj coal-field comes next in importance, adding 
another 25 per cent of coal. Then there ate various minor coal-fields in Central Provinces 
and Hyderabad. There is also the Tertiary System of rocks which produces 2 pet cent 
ot the total output-of coal which is found at its two extremities, viz., Bengal and the 
Punjab. 



Indian ore acquires special importance due to the fact that the Indian deposits 
are the only easily accessible rich ores in the whole of Asia. Iron ore cannot be econo- 
mically exported in the taw state ; and is, therefore, P'8 hon which u 

exported. We have been preparing pi g iron a t a competitive price. We ate the prin- 
cipal suppliers of pig iron to Japan ; ^le we have caused alarm to America and United 
Kingdom by under-selling them in their own raatkew. 

^Petroleum 

Petroleum shares with coal the honour of supplying power to various industries. 
India is.vetypootin, petrol. Itis found only at its two extremities, nz., Burma and 
the North-West Frontier Province. -Burma is now separated from India and the only- 
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eastern, supplier is Assam where some oil is produced from Shale in Digboi. In tlie 
N.-'i)7. F. P., petroleum is found near Rawalpindi. These deposits have Been worked 
for a very long period and haire now become exhausted. Oil refining is only imperfectly 
tarried on in India and all the by-products ate not obtained in the proceis. 


Manganese is used for the manufacture of high-speed steels. India was at a 
time the most important producer of manganese ; but since the inauguration of the 
Five Yeats’ Plans in Russia, she has been outstripped by that country. Manganese is 
produced in India chiefly in C. P., Balghat and Nagpur being specially important for it. 
Bombay also produces manganese neat Ratnagiri. Formerly, we used to export manga- 
nese to the United States in large quantities, but now she draws her supplies from 
y. S. S. R. Our exports now go to the United Kingdom and France. 


Mica 

Mica is a non-conductor of heat and electricity and, is, therefore, utilired in the 
manufacture of electric materials. India is the largest producer of mica in the whole 
of the world. It is found chiefly in Bihar. Some blue, mica is also produced in 
Tiavancote. 


Gold 

India produces about 5 pet cent of the world’s output of gold. Almost the entire 
supply comes from the Kolar gold mines of Mysore. They have been worked for a 
very long time ; and the metal has now to be mined from great depths. The output, 
however, is small. 


UST QUESTIONS 

1, '91'itat are the forest resources of India I Discuss the types of Indian forests. 

2. Show the economic importance of forests. What is the object of forest administration ? 

8. Is Indian forest industry backward 7 If so, why 7 Can yon snysest measures lor the Imcrovement 
of this industry ? 

4. Write an essay on the “Mineral Resources ot India,*' 

EXAMINATION QUESTIONS 


U, P, Boaid 

I. "The natural resources of India are very great. Vhat is required is their proper conservation, 
development and use," Explain this statement, particuietly with reference to water power, forests and 
minerals. (I. A,, 1940) 


Ra|pulatia Board 

1, What is the Importance of forests In the national economy of this country 7 Describe the policy 
pursued by the Government to develop forests. (I. A,, liSV) 

2. Describe the distribution of raw materials In the different parts of India and stale IheIr importance in 
the development of our industries. (I , A,, 1932) 


Other Examining Bodieii 

1, What are the factors that lead to th- 
in India 7 (Delhi, I. A., 1928) 


economic prosperity of a country and how for are they found 


■ 2. Discuss the mineral resources of India, with special reference to coal and iron, (B, H, U., I. A., 1938) 

8. Discuss how fat the mineral resources otirdia are .adequate for the industrinlliation bt the country. 
(S'. H Ui, I. A., 1931). 
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tHE AGRICULTURAL WEALTH OF INDIA 

In i|u!te pbysiociallc faihion the mass ol Indian people aittibnle tithe soil almost exclusive ntoilnclIVi 
capacity, and olhei indnttries appear to them as more or less paiasitical. This is but natural in a social 
economy In which agriculture predominates and the deep aitachment ol the people to the soil Is thus easily 
accounted tor.-y. G Arris 

The geogtaphiral landitions have made India one of the most important agri* 
cUltutal countries of the world. India is mostly agricultural, three out of every four 
“iSB heing dependent upon agriculture for their livelihood. Every year, approximately 
250 million acres of land is cultivated. The value of the total agricultural produce 
comes to neatly 1,000 ctores of rupees. The crops grown in India can be conveniently 
-liivided into t 

,(1) Food crops, like wheat, rice, millets and pulses | and 
(2' Non food crops, including beverages like tea and coffee ; and raw 
matetials like cotton and jute. 

Food crops ate, however, much more important than non-food crops. About 
80 per cent of the total cultivated area i200 million acres, is given to the former and 
the remaining 20 per cent (50 million acres) to the latter. 

From the point of view of seasonal growth, crops may be divided into rabi and 
kbarif. The kharif crop requites plenty of water and is sown in the beginning of the 
rainy season. It is teady in Septembet, October and November. Rahi crop does 
not requite much water, is sown in October and November, and is ready in Mutch 
and Aptil. 

§ 1. FgOD OEuPS 

Indian agticulture, as said above, is mainly concerned with the production of 
various food crops. Rice and wheat ace the most important of these crops and ate 
followed by barley, maize, millets and pulses. Fruits and vegetables are making slow 
but steady progress while sugarcane has carved out for itself an important position 

Bicfl 

Rice occupies the biggest total area, about 72 million acres in a go d year, with 
an annual yield of about 425 million tons. Over a great part of India rice is the 
principal food crop, but even with the comparatively large production of rice in India, 
there is annually a big import from Burma, an import which may go up to 2,000,000 tons 
a year, to supplement the internal supply. , , 

Rice requites abundant heat and moisture tot its 
growth. It is, as such, mostly grown in the damp 
and hot parts of the country, as is shown in the 
adjoining map. Bengal, Bihar and Orissa are the 
most important rice growing tracts, U. P. and Madras 
also grow rice. j j 

Rice is grown in different toils and under 
different climatic conditions in this countty with 
the result that its varieties ate numerous. Com- 
pared with the average yield of some other ti«- 
growing countries, the Indian average appears to be 
small. Recently the importance of proper research 
in rice has been realised and a scheme of ri« 
research finance by the Imperial Council of Agricul- 
tural Research and the Empire Marketing Board has 
Fij, 52 . beets- instituted. 
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The second cereal in order of importance iti 
Indian agriculture is wheat, of which there is 
annually a total of about 35,000,000 acres and a total 
output of from 9,500,000 to 10,000,000 tons. Unlike 
rice, wheat requires little moisture and cold climate. 
As such, it is grown in India as a winter crop 
when these conditions ate available. As appears in 
the adjoining map, the Punjab and the United 
Provinces are the most Important wheat'ptoducing 
regions in India. They contribute: together no less 
than 75 pet cent of the total output of the country. 
C. P. and Eerar ate also noted for wheat. 

The quality of Indian wheat, however, is poor,.. 
It deteriorates further as a result of defective 
threshing which causes other grains and' rubbish to 

mix with wheat. Efforts ate being made to im- 

^ ^ prove the quality. Experiments ate being carried 

^ various agricultural colleges and at the 

/ Imperial Research Institute with this object in 

/ \ ''***• The Government have appointed , a stand- 

j M ^ a jjg committee to deal with the vatious wheat- 

/ wIM///////////A problems. Improved varieties of wheat ate now 

[. grown and covet about 7 million acres of land. 

Success has also been achieved in grading of wheat, 
Cawnpote 4 have be- 

come very popular. 

\ opening of the' Suez Canal, India 

^ / 'WMmW exporting wheat to other countries of the 

world, but in recent years the exports have been 

very nominal. In fact, wheat export from India 

, ^’5 been in a very fluctuating quantity and is notice. 

FIj. 34, Provincial Jisiributivn. commodity 

ate high. Almost all the countrie® <?f the world have now begun to produce this 
important cereal on scientific lines and many of them under-sell India, Wheat pro- 
duction in India was even threatened by foreign imports of wheat and could saved 
only through protection. The output of wheat has, however, increased in recent times 
as a-result of the completion of the Sukkar Barrage and other similar projects. 


Barley 

Barley, like wheat, is a winter crop and is grown along with it. It is a cheap 
grain and is largely consumed by the poor. It is, therefore, grown very extensively and 
is to be seen almost everywhere. U. P., Bihar and Orissa are, however, the important 
bailey regions. Barley is not much exported. 


Hal2fl 

Maize or M.(M)a is grown in warm and wet climate, just like rice. It is chieffy 
grown in Northern India, particulatly in U. P., Bihar and Orissa. It is used as a food ^ 
grain and is consumed locally. ' . - ’ 

millets . ■ ' 

Millets constitute an important group of crops in the country and consists of 
several varieties. They are consumed by the poor people and the cattle. 
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D, 1 impotant millets ate the joar (Sorghum) and hajra or kambu (the 

7“^ W'M mote fertUe-soilthanhijVa. Their production follows 
e quality or soil As these grains are my cheap, they are grown carelessly, often 
without manuring. Bombay, Madras and U. P. are the chief regions of production, 
rimjab grows Mjrfl but not joar. On the other hand, /oar grows well in C. P. where 
i>ii;ra is not to be seen. 


j millet, which is chiefty grown in the South (in Mysore, Hyderabad and 

Mantas) is the firger-millet or ragi. It requites irrigation and is a dear crop. The poor 
look upon it as a luxury. 


Pnlses 


^ India has a great range of pulse ctms. These pulse crops ate important both 
from the point of view of husbandry and of nutrition. They ate an invaluable phase 
in many lotations, helping to keep up the fertility of the soil, which purpose they also 
perform when grown (as they often ate) as mixed crops patticulatly with millet, ripen. 
Ing and harvesting nrst. In the realm of nuttition they are sources of protein particu. 
larly necessaty in a countty where the bulk of the population is vegetarian. They ere 
also important from the point of view of animal nutrition, to which they contribute 
in a variety of ways, e.g. by their seeds, by theit husks and by the green parts of the 
plant. Their yield is fairly good. The chief varieties of pulses are arhar and chana ; urd, 
moo»g and masoor are less impottanc varieties. 


The cultivation of fruits and vegetables is at present carelessly carried on in the 
countty but the demand fot them is increasing and scientific methods of cultivation 
ate slowly becoming popular. 

Fruits. India produces a large variety of 'fruits of which bananas, guavas, 
pomegranates, jack fcuits, melons and cocoanuts are very common. The consumption 
-^of ftults in this country is slowly but steadily increasing and some fruits like mangoes 
have begun to be exported. It is also' being widely recognised that fruit culture is a 
successful remedy against the uneconomic nature of holdings. Helped by these two 
factois, fiuit industty is likely to make an advance in futuie ; but the varieties and 
the methods of cultivating fruits lequire considerable improvements. To these ends 
a good deal of effoit is being devoted by agricultural departments and by the Imperial 
Council of Agricultural Research, the body which is charged with the task of stimulat. 
ing, co.oidinating and helping to finance agiicultute and animal husbandry research 
throughout India. 

Vegetablei. The consumption of vegetables in India is vefy large. Vegetables 
ate grown in all the villages and in the suburbs of cities. They can be transported fot 
sale over short distances but long distance trade in vegetables has not yet made its 
appearance. Some well-known vegetables of the countty are potatoes, cauliflowers, 
tomatoes, cabbages, briujals and peas. It is expected that with the development of 
rapid means of communication and the introduction of cold storage, the cultivation 
of vegetables, as of ftuits, will increase. 

O' 

Spices 

The consumption of spices in India is very large, for Indians have a habit of 
taking spicy things. Turmeric and chilliees are found almost everywhere. Catdamums, 
pepper and ginger are 'grown on the Malabar and Trayancore coasts. 
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Sugarcaae . 

India is one of the most important sugarcane growing countries of the world. 
She is only next to Cuba in this respect. 

Sugarcane is grown in fertile soil and lequires 
high temperature and fairly well distributed heavy 
rainfall. Artificial irrigation is favourable to its 
growth. The most important region producing 
sugarcane in this country is the U. P. ; the Punjab, 
Bihar and Bengal are other important regions. 

Since the grant of protection to the Indian sugar 
industry in 1932 and the consequent rapid advance 
of the same, the growth of sugarcane has beent 
tremendously stimulated. Not only has the quantity 
of sugar gone up, but its quality has also been 
improved About three-fourth of- the total area 
under sugarcane is now devoted to the improved 
varieties. The improvement of sugarcane cultiva- 
tion, the study of its pests and diseases and 
the investigation of its physiology are being carried 
out at a chain of research stations, throughout India, 
also at the Imperial agriculture Research Institute at 
New Delhi and its substations, while the technological side is looked after by the 
Indian Institute of Sugar Technology at Cawnpote. 

It is interesting to note that only IS per cent of the total sugarcane produced 
in the country is used in the sugar factories. About 20 per cent of the sugarcane is 
devoted to chewing and other purposes. The remaining 65 pec cent is converted into 
gur which is largely consumed by poor villagers. 

§ 2. NON' FOOD CROPS! BEVERAGES AND DRUGS 

The important beverages and drugs which grow in this country are tea, coffee, 
tobacco and opium. 

Tea 



FlgiSS. Piovincial distiibution. 


India is most important tea-producing country of the world. Tea is plucked 
from a shrub which, grows in the sub-tropical climate. It requires heat and moisture 
for its growth. If some stagnant water accumulates in the soil, it injures the shrilb. 
Hills ate, therefore, generally used for the growth of tea, A well drained light soil is 
ideal. Assam is the most important tea-growing province in India and is responsible 
for about one half of the total output. Bengal is another important producer. Maias 
follows the suit, though it is of secondary importance. 

The internal consumption of tea is rather little, so that most of the tea produced 
is available for export. India meets about 40 per cent of the world demand for teak 
United (Kingdom is out best customer of tea. Of late, keen competition from Java and 
Sumatra has brought about a crisis in the industry and over-production is common. 
To meet this problem, the industry has been following a policy of restricting the output 
associated with a vigorous propaganda in favour of tea cpnsumption with remarkable 
success. 
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Coffee is another sub-tropical crop. It requires for its growth moderate heat and 
equable temperature. It is, therefore, ideally grown in Southern India t Mysore, Koorg 
and Trpancore being specially noted for it. India exports coffee in large quantities, 
it also imports it from Java and Ceylon, much of which is re-exported. Taking imports 
and re-exports into account, her internal consumption of coffee is very little. 

Tobacco 

Tobacco is an important item in the consumption of the Indian people and 
Stows luxuriantly in India. It is chiefly produced in Madras Presidency, Bengal, Bihar 
and Orissa, while Gujarat and Bombay are also noted for it. The harvesting season 
ranges from December to June ; February, March and April being the common months 
- for the raw crop. 

The tobacco produced in the country is largely consumed internally. It is used 
for smoking huMia, while people take it with pan. The quality ,qf Indian tobacco is 
poor. Efforts ate being made at the Agricultural Research Institute', Pusa and elsewhere 
to grow improved varieties of tobacco such as.may be used in cigars and cigarettes. 

Oplam 

Opium is obtained from poppy seed. It.is a decaying crop. About 30 yeats 
back it was in fact the money crop. In J911 the Government of India concluded an 
agreement with China by which all exports to China were stopped. This fact, associat- 
ed with the fall in the consumption internally, has ruined the industry. In British 
India opium is grown under strict Government control in Bihar and U. P., but its chief 
growers ate the Indian States, particularly Indore, Gwalior and Bhopal. 

§ 3. NON-FOOD CROPS : RAW MATEKIALB • 

‘ The important taw materials that ace produced in the country ate the cottoh, 
jute, oil-seeds and indigo. 

CottOD 

Among .purely commercial crops cotton holds first place with an area of Zi to 
25 million acres. India ranks as the second cotton-growing country in the world, the 
U..S. A. holding the first place. Cotton loves dry areas having brilliant sunshine, 
irrigation facilities and warmth. In India it is grown chiefly in the black cotton soil 
which is responsible for iO pet cent of the total Indian produce. Bombay, C. R and 
Betar ate the most important provinces for cotton. The Punjab, Madras and U. P. are 
also known for it. 

Indian cotton is known as the short-staple cotton. It is, as such, of poor quality 
and cannot produce fine cloth. Cotton in India is not only poor, but its yield per 
acre is also low. Efforts ate now being made to improve its quality and output per 
acre. The Agricultural Department and the Indian Central Cotton Committee have 
done valuable work in this connection At the instance of the above Committee several 
£otton Acts have been passed with a view to check adulteration and improve the 
marketing facilities. 

We are important exporters of cotton. Japan is out largest single customer. 
The various Indo-Japanese agreements have made provisions for the export of cotton 
from India to Japan. Lancashire mills are also increasing their consumption of Indian 
cotton. 

?S 
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India is the most important jute producer in the world. Jute requites for its 
growth damp and warm climate and rich, moist soil. The conditions ate ideal for its 
growth in Bengal which is the most important jute-producing region in India. About 
90 per cent of the jute crop comes from Bengal and the rest is to be found in the 
adjacent provintes of Bihar, Orissa and Assam. The crop is an old one in Bengal, but 
a comparative new corner is Assam, where, however, it tends to increase. India exports 
taw jute in large quantities to the various countries of the world. Attempts are being 
made in foreign countries to find substitutes for jute, but with little success. The 
recent war has given a stimulus to the production of raw jute. Research work on all 
aspects of these problems is being carried out under the auspices of the Indian Central 
Jute Committee, whose agricultural research station is at Dacca and its Technological 
taboratory in Calcutta. 

m 

Another noteworthy product of India is silk. Silk worms live on the leaves of 
the mulberry trees. The latter grow in sub-tropical and temperate zones. In India silk 
is grown in Assam and Bengal and in some mountainous tracts. 

Oil-Seeds 

Oil-seeds are primarily the export crops, or the “cash crops”. They include 
groundnpt, linseed, sesamum and mustard. Oil-seed crops are of a precarious nature 
and their price is veiy fluctuating. In spite of these facts, however, oil-seeds are widely 
grown. 

Groundnut. Groundnut was not always grown in India and was introduced pro- 
bably only some time back. But it now occtqiies quite an important place in the agri- 
cultural economy of the country. Its extension has been rapid and continuous especially 
since 1924. It is grown in the Southern India, mainly in Madras, Bombay and Hydera- 
bad. The present war has hit the groundnut trade on account of loss of markets and ^ 
prices have slumped in consequence. 

Linseed, Linseed is meant mainly for export. In the beginning of the present 
century India satisfied the entire world demand for linseed, but severe competition of 
other countries has contracted its foreign markets. The chief provinces for linseed 
are Genual Provinces, U. F., Bihar and Orissa, though there is a good deal of cultivation 
scattered over other parts of India. In the Crop Planning Conference held in India 
in 1934 this was one of the few crops the expansion of which was definitely recom- 
mended. 

Sesamum. Sesamum grows in Peninsular India. Most of it is consumed locally, 
only 10 pec cent of the total produce being exported. 

Rape and Mustard, Rape, mustard and others, which come under the class of 
cruciferous oil-seeds, are widely grown in Northern India where they form an important 
group of crops. A large portion of these seeds is crushed locally for home consumption, 
both in small village installations and also in modern factories. 

The Problem of the Exports of OihSeeds. The question of the export of oil- 
seeds is an important problem in Indian Economics. If the Indian oil industry is deve-'* 
loped, these seeds can be crushed internally ; and we can thus obtain not only the oil 
but also the residue or the oil-cake which is a valuable manure. At present these seeds 
are exported and we import in exchange only oil, the manure being lost by us. There is, 
indeed, a group of Indian economists who definitely advocate the prohibition of the 
export of oil-seeds. 
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Indigo 

Indigo was a very important crop of the country some time back. It was pro- 
duced at that time in Madras, Bihar, Orissa, U. P., and the Punjab. The introduction 
of synthetic (aniline) dyes which are very cheap, has led to the neglect of plantation 
indigo. Attempts are being made to revive its cultivation, but the future of the indus. 
try is very uncertain. 

Note,— For special ptoiilems of Jndlan Aaticulture, please see Chapter 43, $ 1. Examinalion questions 
on these topics are given at the end of that chapter. 

TEST QUESTIONS 

1. Vf hat are the important food crops of tndia ? Give detailed notes on the more Important ones, 

2. V'tite short notes on wheat, rice, cotton, lute anti tea. 

3. What are the Important non-food aops tailing nnderlhe group ol beverage andiclrngs 7 DIscnss 
their growth and disposal. 

4. Write a short note on the agricultural raw materials grown In this country. 

EXAMINATION QUESTIONS 

1. What are the main agricultural products of India? Account for their geographical dlslribollon. 

(Raiputana, I. A., 1740) 

3. Describe the distribution of taw materials in the different parts of India and stale their importance 
in the development of out industries, (Rajputana, t. A,, 2032} 



CHAPTER 31 
IRRIGATION IN INDIA 

The main obleclol irrigstlon should alesaysbe botnein mind; that is, Nature having withheld Irom 
plints the moisture necessary to their growth, it becomes necessary to supply the omission. When that object 
has been attained, the work of the irrigator ends, and to continue iarther would be detrimental to the soil, and 
Injurious to plants instead of beneficiah— D. H. Anicnm 

Adequate supply of water is a primary aecessity for the success of agriculture. 
The importance of satisfactory rainfall in the highly agricultural economy of India 
can, therefore, be easily appreciated. But the rainfall in India is uncertain in volume, 
time and place ; and cannot support a regular and stable agricultural industry. To 
remove this shortcoming, artificial irrigation of fields has been practised by the people of 
the land from very ancient times, and is today a common feature throughout the length 
and breadth of the country. The importance of irrigation is due to a variety of factors ; 

(1) Rainfall in India is confined only to three months and is badly distributed, 
besides being uncertain both with regard to time and place. There are, indeed, some 
areas of habitually deficient rainfall where cultivation is altogether impossible unless 
artificial irrigation is resorted to. Sind and Rajputana are good examples. Then, 
there are areas where rainfall is uncertain and which are, therefore, liable to famines. 
U. P., C. F., Central India and Madras ate so liable, and ace known as the 'areas in 
the famine zone.’ In all such tracts, irrigation has to be depended upon to save the 
people from disastrous famines when tains deceive them. 

(2) There ate certain crops in the country which require a tegular and abundant 
water supply. Such water requirements ate not always provided by Nature and have 
to be furnished by artificial irrigation. Rice and sugarcane, for instance, grow mainly 
through artificial irrigation. 

(3) Population of the country is fast increasing and the raising of the second 
or the winter crop has become essential. 'Winters being rainless in India, artificial irri. 
gation has to be made use of. 

These ace the various reasons why irrigation has been a factor of enormous 
economic significance in the country from times immemorial. 

Irrigation Works in India 

If we draw a line from North to South of India through Allahabad, we will 
divide the country into the western and eastern parts. 
Irrigation is important in the western part only and not so 
much in the eastern part. In the western India wherever 
water is deficient and big rivers are available, canals 
have been constructed and many more are being projected 
and completed. But the construction of canals requires a 
mint of money and a tegular supply of water : and where 
these conditions are not satisfied, wells have been 
constructed. The initial and working expenses of the wells 
are much less than those of the canals. Where neither 
canals nor wells can be constructed, reservoirs or tanks 
have been made where water is stored up during the rainy 
season to be made use of according to necessity. Canals,, 
fig. 37. Showing (he relative 3“^ tanks, then, are the most important irrigation 

Importance ol the various works in India. The total irrigated land of the country 

means ol irrigation. comes to less than 60 million I acres, i.e., about one-fifth 

of the total cultivated land of Itidia. Of this, catigls 
irrigate 55X, wells 253!, tanks 103! and other sources lOX- 
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§ 2. TANK IBRISATION 

' In many places in India rain water is stored up in reservoirs or tanks ; and is 
later on distributed over the cultivated areas in the dry season. Tank irrigation has 
been in existence in the country from very ancient times. Tanks are very common in 
the Central and Southern India. In those tracts canals cannot be constructed, because 
the rivers found there are not perennial and become dry in summers ; while the 
numerous'hills and rocks make the digging operation difficult, lengthy and costly. Even 
wells cannot be dug there because the soil is undulating or hard and the water table 
is low. Fortunately, the hilly and broken nature of the country makes the construction 
of tanks or resetvoits easy and possible. Many of the old tanks have been out of use 
for some time past and ate being silted up. Efforts should be made to remove the silt, 
to repair them and to make them fit for irrigation in every possible way. 


§ 3. CANAL IRRIGATION 


The most important type of irrigation works in the country ate the canals. 
Canal construction requires enormous capital and is beyond the capacity of poor 
cultivators. The canals ate, therefore, constructed and owned by the Government. 
The British Government were not the first to introduce canal irrigation in India, for 
there are several ancient canals built by Hindu and Muslim rulers ; but British Govern- 
ment certainly laid special emphasis on canal ittiption withithe result that India possesses 
today the most magnificent cabal system in the world. The total of the Indian canals 
is about 75,000 miles which is the largest figure in'the world. 


Imndation and Perennial Canale. According to their methods of construction, 
canals can be divided into inundation canals and perennial canals. Inundation canals 
ate drawn directly ftotn, the rivers .without . any dam.. They do nof^et sratet unless 
the water level in the rivet reaches a certain height. They receive water only when 
the river is flooded and not when the water is comparatively small. The Sind, and .the 
Punjab canals ate mostly inundation canals. Perennial canals-are taken.Jtomativet. 
which keeps full of water throughout the year by putting a barrage across it. Water 
can be diverted from the river to the canal under controlled conditions. Perennial 
canals may receive plenty of water, even if the water level in the rivet is very low, 
The U. P. and the Punjab.canals are .of this. type. 


Distribution ol Canals 

Most of the canals of the country ate found in the Punjab and U. P. This is 
mainly due to the following favourable geographical factors : 

(1) The Indus and the Ganges together with their tributaries are snow-fed rivets 
and remain full of water throughout the year. Thus they ensure a constant supply of 
water to the canals taken out of them. 



IR6IGATI0K m INDIA 


199 


(2) The rivers in these pro- 
vinces are ideally distributed. 
The Punjab rivets, for instance, 
ate spread like the fingers of 
an open hand; consequently 
irrigation can be easily carried 
throughout the length and 
breadth of the province. More- 
over, in these provinces the 
surface is flat and the soil 
is soft so that canals can 
be constructed comparatively 
cheaply. 

(3) The alluvial soil, though 
thirsty is very fertile and if 
water can be brought to it, the 
cost of canals is soon repaid by 
the levy of water rates on 
commercial crops. 

The PDDiab Caoels 

Main Canals. Punjab pos- 
sesses the best canal system in 
the country. Almost the entire 
agriculture of this province is 
the gift of the canal irrigation 
which is practised here. In the map (Fig. 39) on page 199 have been shown the various 
canals of the province. 

As is cleat from the map, the following ate the important canals of the Punjab : 

1. The Western Jumna Canal. 

2. The Sirhind Canal. 

3. The Upper Bari Doab Canal 

4. The Lower Chenab Canal. 

5. The Lower Jhelum Canal. 

6A. The Upper Chenab Canal. 

6B. The Lower Bari Doab Canal. 

7. The Upper Jhelum Canal. 

6A, 6B and 7, i.e., the Upper Chenab Canal, the Lower Bari Doab Canal and the 
Upper Jhelum Canal, are known together as the Triple Project. It is a brilliant feat of 
canal engineering skill. The Upper Chenab Canal ffiA) takes water from the Chenab 
just at the foot of the Himalayas. It crosses the Rabi through an aqueduct and 
continues to flow further under the name of Lower Bari Doab Canal (6B). After the 
construction of these two canals it was found that very little water was left for the 
Lower Chenab Canal (4). To feed the latter, the Upper Jhelum Canal (7) was 
constructed which takes off water from the Jhelum and carries it to the Chenab. This 
water is poured into the Lower Chenab Canal (4). 

Sutlej Valley IVoris. Recently the Sutlej Valley works have been completed in 
the Punjab (1932-33). The Government of India and the States of Bikaner and 
Bhawalpur are the co-partners in this project. Its cost has come to about 21 ctores of 
rupees, out of which 9 ctores have been provided by the Government of India. It 
irrigates five million acres of land, two million of which ate situated in British territory. 


[• The Triple Project. 
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• Emerson Barrage and Haveli Canals. This is the latest project in the Punjab 
and was completed in September, 1939. A barrage has been built below the junction 
of the Chenab and Jhelum. It gives watet to some of the existing canals so as to 
ensure a mote regular supply to them and also itrijates some new area. The canals 
taken out ftom the barrage provide a perennial irrigation of neatly 5 lakh acres. 
The total expenditure on the works up to the end of 1942-43 was Rs. 4 ctores 
: approximately. 

The 0. P. Canals 

Main Canals. United Provinces next come in impottance. All the canals in 

this province are perennial. Their dis- 
tribution is shown in the map on page 
200. The important . canals ate the 
Eastern Jumna Canal (E. J. C.), the Agra 
Canal (A. C.), the Upper Ganges Canal 
(U. G, C.), the Lower Ganges Canal 
(L. G. C.), the Betwa Canal (near the 
Chenab) and the Sharda Canal joining 
the Gomti and the Gogta. 

Sharda Canal. The Sharda Canal 
was opened only in 1928 and is a work 
of Erst magnitude. It has introduced 
irrigation in most of the districts of 
Oudh. About one million acres of land 
is irrigated by it, where sugarcane is 
mostly produced. It was completed in 
1930 and its cost has come to 10 crores 
of rupees. 

Canal Works in Sind ; Suhkar (Lloyd) 
Barrage 

About 10 years back Sind was very 
poor in canals. It had only a few in- 
undation canals in which watet flowed when the Indus was flooded. But in 1932 was 
opened the Sukkar (Lloyd) Barrage which is the largest work of its kind in the world, 
A long barrage of one mile has been constructed across the Indus near Sukkar. From the 
left Wk of Indus have been taken out three large canals which distribute water over 
an area of 8 million acres. This canal has involved a cost of over 20 crores of rupees. 
It promises to irrigate 8 lakh acres of rice, 17 lakh acres of cotton and joar and 33 
lakh acres of wheat and oil-seeds. Thus Sind bids fait to become an important rice, 
cotton and wheat growing area. Prosperous colonies with prosperous peasants are 
growing on the hitherto arid waste. 

Canals in Madras 

The Southern India is, as-a rule, poor in- canals. The oldest and the largest canals 
of this part of the country are to be found in Madras Presidency. Some tidal canals 
have been constructed in the northern part of the presidency for famine relief. An 
important system is the Petiyar Canal System. The Petiyar is a small river which 
formerly flowed into the Arabian Sea, but now a tunnel has been built up which diverts 
its water to the eastern coast where it irrigates the district of Madura. About 1,000,000 
acres of land are cultivated by it. The recent work, which was completed only in 1934, 
isthe Kaveri Mettur -Project. It has been constructed with a view to improve, the 
existing- fluctuating water supplies to the Kaveri Delta. 
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Dams o( Bombay Presidency 

important dams in the Presidency of Bombay j 
, , ohandardara pam, This dam has the reputation of being the largest in India, 

it takes the water of the tributary of the rivet Godavari and irrigates about 60,000 
acres m the Ahmadnagar district. 

(2) Uoyd Dam. It is built on the tributary of the river Krishna and irrigates 
roona and Sholapur districts. 

Canals in other Provinces 

There is a Damodar Rivet Cagal in Bengal which irrigates the rain-shadow area 
or tms province. The question of canal irrigation is under the serious consideration of 
the C. P. and N.-W. F. Province also. 

Future Programme ; D. V A. 

The Governments of Bengal and Behar, with the active support of the Govern- 
ment of India, have taken up a new project which is known as Unitifed and Multimpose 
Damodar Valley Development Project. It is proposed to construct dams on the Damodar 
Valley ; and the project will provide (j 1 ftood control, (ii) water for irrigation and 
(iii) hydro-electric power. That is why it is called "Multipurpose Development Pro- 
ject. This move has been inspired by the T. V. A. (Tennessee Valley Authority) of 
the U. S. A. which has made what was once an arid waste into a smiling region of 
fields and other economic pursuits. A new body, D. V. A. (Damodar Valley Author- 
ity) will be set up to complete and administer this project. It will bring considerable 
benefits in its train. 

§ 4. ADVANTAGES AND DISADVANTAGES OP JEEIQATION 

Advantages ol Irrigation 

(1) Irrigation is a corrective to the vagaries of monsoon and is a vital remedy 
foiiamines. 

(2) it has made much of the arid and desert region a smiling land of fiourishing 
crops. For instance, it has colonised the Punjab and Sind. By creating new centres 
of human habitation, it has led to a proper distribution of population, 

(3) Irrigation works raise sub-soil water and thus fertilise soil. At the same time, 
the construction of wells become very easy, cheap and economical. 

f4) Irrigation works have made possible the raising of two crops for the main, 
tenance of a rapidly increasing population. 

(5) Irrigation works have increased the agricultural produce ; and as this produce 
has to be transported from one place to another, it has also encouraged the construction 
of the means of transport and communications in the country, and has contributed to 
the profits of these ventures. Irrigation has added to the national wealth and the 

^prosperity of the people. It also has a great educative value since it shows to the people 
how they can subdue nature to their own advantages. 

(6) It has increased the Government revenue -hitherto uncultivated tracts have 
been brought under plough and have begun to yield revenues in the shape of land 
revenue, water rates, and several other taxes on the allied commercial and industrial 
activities. 

Disadvantages ol Irrigation 

Irrigation is not free from disadvantages which ate very prominent in the^se 
of canals. Canal irrigation often leads to water-logging and soil effeivescence, wmcn 
Aamog,. the soil. Large tracts of land in India have been rendered useless for cuitiyation 

26 
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THE POWER RESOURCES OF INDIA 

01 Ihe loicts ptovidrd by Naltire vhkh man has used to assist him In his oiodnctivc cllortsi one ol tlie 
most widesptead and one ot the most uselnl is vyater-poti'er. But, stiange to say, it is only vitbln the last 
lev yenis thn Ibeie has been anything, like a seal attempt to conseive and to utlliie the immense loice which 
lies hidden in every stream andVatertall.— Pinson 

Just as inigation is impoitant for the success of agticultute, similaily powet is 
. necessaty for the success of industrial development. Power really means force or 
enei^y ; but it has now come to signify such mechanical energy as may be used in 
driving machinery. Of the two fundamental essentials for the powth of industries, 
power is one, the other being raw materials. The gigantic machines of today, which 
cannot be operated by man and animal, ace worked by power. The importance of 
power for modern industries can be well realised from the fact that the industries tend 
to concentrate or localise where power is available cheaply and easily. The .supply of 
power is important not only for large scale industries but also for cottage industries. 
In Germany, Japan, Switrerland and elsewhere cheap electric power has enabled 
thousands of cottage workers to earn living in healthy and cheap surroundings amidst 
their wives and children. In agriculture, again, availability of power has led to the use 
of various Inachinety like elevators, tractors, etc. In the field of transport, again, it is 
the powet which provides the motive force. To whatever economic aspect of life we 
may look, we will find that the role of power is supreme. 

In our country power resources ate numerous. There is hardly any source of 
power which does not exist in India. The chief sources are : (1) man ; (2) animal ; (3) 
wind ; (4) wood fuel j (5) coal | (6) oil j (7) water. 

§ 1. MAK ANIMAL COAL SIC. 


Han Power - 

Man himself is the soutce of powet, though the power he is capable of supplying 
is not enormous. The man power of a country depends upon the quantity and quality 
of its population. The population of India is very large, but her people are often weak ; 
in other words, man power of this country is quantitatively enormous but qualitatively 
poor. Our countrymen ace so poor that they cannot get nourished diet, healthy shelter 
and other urgent requirements of life, and ate, therefore, physically emaciated. Tley 
also fall an easy victim to various major and minor diseases which weaken them still 
further. Physical weakness is associated with mental poverty. If the people of this 
country are not in a position to feed themselves, they are still less able to educate 
themselves. Man power is, however, cheap because of large population and low 
standard of living, and will be displaced by machinery only with dimculty. 


Animals ate also the source of power, and can do some works which are beyond 
human capacity. Animal power is used on a large scale in India. In the agricultural 
economy of the country, cattle play a very important part and are the main source of 
power utilised in drawing water, ploughing fields, transporting commodities, and in 
other spheres of Indian agriculture. We possess about 6 ccores of draught cattle which 
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cultivate 30 ctote acres of land, irrigate it, thresh the produce and carry it to the market. 
Camels, donkeys and mules have their own sphere of usefulness. 

The number of animals in this country is quite large, but their inefficiency is 
equally prominent. The Royal Commission on Agriculture reported that in whatever 
respect Indian cattle may be deficient, they are not deficient in numbers. The causes 
of inefficiency of out animals are various. The most important of them are the Jti:!, 
adequacy of proper food supply, and the absence of proper care in breeding, housing and 
medicaUttendance. If attempts are made to remove these shortcomings, the efficiency 
of our animals may'improve significancy. 

Wind ,f otver ' 

Besides man and animal, wind can' also be used as motive power. Inhabitants 
of mountainous tracts often use it as such, while .the cultivators on the plains turn it to - 
good account. In hilly regions wind-milb for grinding corns and lifting water are 
generally seen. In .the plains we have the crude method of winnowing the grain 
whereby a man drops grain from above in a regular stream while the wind catties 
away .the straw and other foreign matter mixed therewith. 

Wood Foel 

Power is .also generated by wood fuel. Indian forests are full of such wood, 
but these forests ate not pr.operly and fully exploited at present because of the absence 
of means of transport and communication and other difficulties noted in a previous 
chapt.er. Even if the means of transport are provided, it is doubtful that wodd fuel can 
supply all the power that is requited by the country. At present fuel is used mainly 
for domestic purposes. 

It was the recommendation of the Industrial Commission that the method of 
wood distillation should be made popular because it yields charcoal as well as certain 
valuable by-products like alcohol and wood-tar which can be sold at good prices thus 
bringing down the cost of production of charcoal. 

Goal Power 

Coal is a very valuable source of power. 'We have already described the coal 
resources of this country in a previous chapter. The Indian coal is of poor quality 
and cannot be used in factories. Most of the Indian coal is, again, found in eastern 
India so that it becomes very costly in other parts of the country due to high transport 
charges. 'We cannot, therefore, depend upon our coal resources for the generation of 
any considerable amount of power at competitive price. 

Oil Power 

Power is also generated from oil. As already observed, the oil resources of 
this country are very poor. Oil is found only in N.-W. F. P. and in Assam, in very 
small quantities. It is of little importance from the point of view of power 
supply. 


§2. HYURO-ELEOTEIC POWER 

It is rather a drawback of our economy that all the abovementioned sources of 
jpowet.are inadequate for out purpose and cannot meet out demand completely. But 
this shottcoining fs cpinpensated by out resourcefulness in water power potentialities. 
Water cati be made tp generate electricity which is known as hydro.electticity. Hydro- 



t&E POWEk EESO0RPES OP InSiA 205 

electric powfer, can bfe transmitted over lot^ distances and used according to necessity. 
It has made rapid strides in recent years so much so that the hydro-electric power 
resources of a country may be taken as a good index of its industrial development. 
Tbe Hydro-graphic Survey of India, which was carried on according to the suggestion 
of the Industrial Commission, aho.vyed the vast possibilities of the development of 
hydro-electric power in this country. It was shown, for example, that the flow of the 
seven.great rivers eastward from the Indus is capable of giving not less than 3 million 
horse powers for every 1,000 feet of fall from the Himalayas while similar consider- 
ations apply to rivers in other parts of the country. India cettainiy bids fair to become 
one of the most important ptoducets of hydto-electricity in the world. 

Hydro-electric power or water power has several advantages. Firstly, it is the 
cheapest form of power. Its cost of generation is 75 pet cent less than that of coal, 
fuel or oil. Secondly, the “tail water" can be used for irrigation purposes. Finally, 
.-electric power can be conveniently, easily and cheaply carried from one place to another 
through insulating wires. 

It appears at the first sight that power schemes, pure and simple, should be gene- 
rally difficult in India. Because if the power supply is to be continuous, ' the supply of 
tain should also be continuous, which is not the case in out countty. In India the 
rainfall is concentrated only daring a small period of the year, while rivers with suffi- 
cient watet throughout the year are practically absent. This difficulty is, however, met 
by storing watet fot use during the dry season. Favourable sites for this exist in many 
pacts of the mountainous and hilly regions where very heavy rainfall occurs. The 
progress already made in utilising such opportunities and the great facilities afforded 
by the electric transmission of power hold great promise fot the future. Hydro-electric 
schemes can be easily associated with important irrigation projects, the watet being 
first used to drive the turbines at the generating stations and then distributed over the 
fields fot irrigation purposes. 

We shall now study the important hydro-electric works in this country. 

^Mysore Oydro-EIectrlc Works 

The first important hydro-electric scheme undertaken in the east was that by 
the Mysore Durbar on the Kaveti river. Its main object was to supply power 
to Kolar gold fields. The generating station is Shivasundatam which is IZ miles 
distant from Kolar. This transmission line was for a pretty long time the longest 
line in Asia. The original plant has now been expanded to the capacity of maximum 
power that can be produced from the available watet. But the consumption of electric 
power in this area is increasing rapidly. Mysore Durbar has, therefore, recently survey- 
ed the hydro-electric power resources of the State and prepared plans for the construc- 
tion of second generating station at the most economical site. 

HBshmir Hjdro- Electric Works 

The second hydto-electtic work in India was constructed by the Kashmir 
Durbar. The generating station is neat Baramulla on the river Jhelum. Baramulla, 
now has the electric light. From that place power is taken to Srinagar where the 
transmission line terminates in the State Silk Factory which takes current for driving 
gmachinery and for lighting and heating purposes. 


Bombaj Hsdro-Electric Works 

The most important bydto-electric works in the Bombay Presidency ate situated 
ip the region of the Western Ghats which are specially fitted for the generation ot 
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hydro-electricity. Messrs. Tata Si Sons, Ltd., have started three "hydral” scheiAtS 
in this area. The first scheme has been launched upon by the Tata Hydro-Electric 
Supply Company which was started in 1915. The hydral works are situated.' at 
Lonawalla at the top of the Bhot Ghats. There ate lakes in which the rain water 
is stored, to be taken ultimately to power house at Khopali. 

The second scheme was. embarked upon when later investigation led to the 
discovery of a site on the Andhra river where water could be generated Messrs. 
Tata & Sons thereupon floated the Andhra Valley Electric Supply Company in 1921 
for the purpose. 


The latest scheme of^ 
the Tatas is located 
on tl)e Nilamula river. 
The Tata Power Com- 
pany was floated in 1927 
and generated power 
along the lines similar 
to the Andhra Valley 
Scheme. The power is 
transmitted to Bombay 
over..a tthnsmission line 
which is 80 miles long. 
The power is used to. 
contribute to the supply 
of the two earlier com- 
panies, to mills, factories 
and railways. 

These three companies 
have been operating . as 
one unit under one 
management. They sup- 
ply the entire electric 
power required by the 
tramways, mills, B. B. 
& C. 1. Ry. and G. J. P. 
Ry.,' ahd by private consumers in Poona, Thana, Kalyan and the Bombay suburbs. 
Power is supplied to mills, factories and railways at the low rate of two pice per unit, 
which is likely to go down still with an increase in consumption. 


Madras Bydro-Electrie Works 

The Madras Government started the Pykara Hydro-Electric Scheme in 1929 
and brought it to completion in 1932. The Pykara river supplies the water utilised 
for the generation of the power. 

Mettur Hydro-Electtlc Scheme is another work which deserves mention. The 
Mettur Dam is one of t,he largest structures of its kind in the world and can impound 
a total ,pf about 100,000 million cubic feet of water. This storage is meant primarily 
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^01 irrigation purposes, 
but is also used for the 
generation of bydro- 
electtic power. 

Bjfdrat Works Inthell.P. 

The hydro-electric 
scheme recently completed 
in the U. P. is the hydro- 
electric grid scheme. 
Power is generated on 
the fells in the Ganges 
Canal System. Electric 
power is carried to a 
large number of towns 
in the districts of Saha- 
ranpur, Muzaffatnagar, 
Meerut, Aligarh, Hathras, 
Agra, Etah and others. 
It is expected that the 
supply of this power will 
lead to the economic 
development of the rural 
areas in various ways and 
forms. A similar plan 
was also completed in 
NainiTalinim 

Hydral Works io the 
Paojob 

In 1933 the Mandi 
Project in the Punjab came 
in operation. The snow- 
fed water of Uhl river 
is used for the generation 

of power. The scheme has been formulated in three stages. The first stage produces 
about 50,000 horse power from the ordinary discharge of water. The second stage 
involves the formulation of the storage and would double the power generated. In 
the third stage, the same water would provide an additional 54,000 horse power. 

The Sutlej Hydro-electric Project was once expected to be very promising but 
has now been indefinitely shelved due to financial considerations. 

Economic Eflects ol Hydro Electric Derelopment 

. The above account reveals what a great advance has been made in recent years 
in the development of hydro-electricity in out country. This vital economic factor 
has influenced the economic development of the country to a considerable extent, 
a4d has contributed to the prosperity of agriculture and industries. The ™ut« develop- 
ment of hydro-electric power may be depended upon to bring about similar salutary 
results. 

Hydro-electric development is likely to be beneficial to our agriculture. Cheap 
and efficient electric power can replace weak and inefficient cattle. Electric power can 
be mad? to lift water out of well?, thus making irrigation easy and cheap. Improve- 
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ments of, this type increase output on the one hand, and reduce the cost of production 
on' the other. Agriculturists doubly benefit in this way. Some labour will, howeyet, 
be displaced as a result of fhe introduction of hydro-electricity, but it is believed that 
in the long run cultivators will be more than compensated for this immediate loss. 

Rural industries are also likely to benefit immensely from the introduction of 
hydro-electric power. There are many industries which can be started in our villages 
but which have not yet been set up due to the absence of a satisfactory and cheap 
source of power. The supply of hydro-electric power is likely to bring such industries 
into existence. Cotton ginhing, oil pressing, decortication of ground-nut and other 
cottage industries may, for instance, come to life .and provide subsidiary and alternative 
occupation to out cultivators ahd other village-dwellers. The pressure of population 
on soil may thus decrease. The growth of rural industries will lead to a decentrali. 
sation of industries in general and will thus reduce the congestion of industrial 
towns. 

Not only rural and cottage industries, but large scale industries have immensely 
benefited and will benefit in future from the development of hydro-electric power. 
Many of them could not have seen the light of the day without the assistance of the 
hydral power, and several others could not have achieved that excellence in the quality 
of their produce which they have now done. 

IE.SI QUESnOSS 

1. 'U'hat Is (Ke irrpotlance ol power In the economy ci a country ? Give an Idea ol the power resources ' 
of India ; 

2. ef'rlte a note on the nan. animal and wind as power suppliers in India, V^hat ere their delects? 
Can they render adequate help even It these shotlcomlngs ate removed ? 

3. "Wood, coal and petroleum ate iound in India and can be made to genetale electricity.'' Comment 
and expand the statement in its corticl form. 

4. Why is hydro-electricity considered so Important in the indusitlal life of a country? Does Indli 
possess abundant tesources of hydrd-electiiclty 7 

5. 'What are the important hydro-electric works in India ? Describe fully. 

(i. What, In your opinion, hdve been, and will be, the economic consequence ol the spread ol hydro- . 
eleciticily In India? 


examination questions 

U.P. Board - 

1. What is the present position with regard to the supply ol inriuslrial fuels in India ? What power 
Tesources promise good prospects of development In this country ? (I. A„ IP41) 

2. "The nalrital tesources ol India are very great 'What is chielly required is their proper conservation, 
development and use" Explain ths statement, particulatly with relerence to water power, loresls and 
minerals, (1. A,, 1940)' 

(I A resources of India, and state to what extent they are being utilised at ptesenf? 

4. What is the importance ol power resources In the economy of a country ? How far will 'host 
objects be promoted by the development ol water power resources in U, P.. and oiher parts of India ? 
(1. A., I9S6) 

5. Mention the power resources of the country and state to what extent these ate being utlliied al 
present. (I.A., 1918J 

y. '^hat are the chief sources of power available in India? How can India's power be increased 
and distributed cheaply 7 (I. A , 1927) 

Raipntasia Board 

of hydro.eSl%';t «>= 

ol che'p'p”ower'Tnlld:l:±;'’?i^^^^^ A" •'''« P'»>P«ts ol further development 

Nota.-The ''Transpotlsysten of India" is sometimes Includr^ in D;,r,. n. .w l l 
^iscrisstrjitiii'ChaplerSduhderEitrhange (Bsok IV) to 1 "1 ‘ ad^ '' 
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§ 2, CHARACTER OF LABOUR 
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Labour, 'as a factor of production, has certain' distinct characteristics which may 
well be remembered ; 

(1) Labour is indispensable for production, no production being possible without 
its aid. Even the richest gifts of Nature and enormous stocks of capital cannot produce 
wealth unless human beings exert themselves and harness them for the purpose. 

(2) Labour is perishable. It is lost for ever with the passage of time.' If a 
labourer does not exert himself on a particular day, the labour of that day is lost for 
ever and cannot be regained. 

(3) Labour is not only a means of production but is also its end. Labourers not 
only help in the production of wealth ; but they are also the persons for the satisfaction 
of whose wants production is carried on. 

(4) Money can be invested in labour. Money spent in the acquisition of skill, 
education and physical power does not differ from the money invested in the purchase 
of factories and machines. Both yield an income. Hence, labour is sometimes called 
'human capital.' 

Land and Labour 

Land and labour ate both indispen sable factors of production, but there are 
some vital difference between the two. Eitrtly, land is a passive factor of production 
and is acted upon by man and machinery ; while labour is an active factor of produc- 
fion and makes use of other factors in the productive process. Secondly, land is 
strictly limited in quantity— it cannot be increased or decreased ; but the supply of 
labour can be increased or decreased. It can be increased by increasing birth rate 
or efficiency of labour or both ; it can be decreased by reducing the birth rate or 
efficiency or both. 

Labour and Capital 

Capital and labour have close relationship. Capital is nothing but "crystallised 
labour,” It is just that part of wealth produced by labour, which is used in further 
production of wealth. But there are certain welLmarked differences between the two. 
Firstly, while labour and capital ate both destructible, the former is capable of recupera- 
tion more frequently than the latter. Secondly, labour perishes sooner than capital. 
Labour deteriorates rapidly even when unused. A worker tends to grow weak with 
advancing age whether he is idle or busy. Capital, however, does not deteriorate so 
rapidly. An idle machine may deteriorate, but the loss will be only slight. Thirdly, 
capital can be transfected from place to place and from occupation to occupation more 
easily than labour, A man who has one lakh of rupees in the Imperial Bank of India 
can send it in no time to London or .'-'New York or Berlin ; and an owner of an iron and 
steel company can sell it any time and re-invest his capital in cotton textile company or 
sugar company according to his choice. But the U. P. labourer will think several times 
before making a move to Madras or to Ahmedabad. -Finally, money invested in machi- 
nery and factory can be easily withdrawn by their sale, but the money invested in 
education and skill cannot be so easily got back- 


§ 3. IMPORTANCB of LABOUR 

Labour is an indispensable factor of production. In simple as well as in complex 
forms of production, some kind of labour is inevitably involved. Everywhere on the 
face of the earth, man lives by the sweat of his brow. Even when Nature is bountiful 
iq bet gifts and human wants are as simple as they are few, some exertion is necessary 
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servant and of a c/iaprait is unskilled, but the labour of a motor-driver, and engine- 
.driver, a musician and a dancer is skilled. 

Skilled labour is, as a general rule, highly paid because skilled labourers have 
to undergo special training, their supply is usually small and the demand for them is 
comparatively great. Unskilled labour, on the other hand, is poorly remunerated 
because of the. absence of special training, its abundance, and a comparatively 
small demand for it. 

There is a certain degree of competition between skilled and unskilled labourers, 
If a skilled labourer is thrown out of employment, he can take up an unskilled job 
and thus compete with unskilled labourers. But unskilled labourers cannot compete 
with skilled labourers for specialized and skilled jobs. 

It is rather interesting to observe that as industrial, mechanical and general 
intelligence is increasing the gulf between the skilled and the unskilled labour is tending 
to be bridged over. In fact the term skill is relative to the conditions of a country, ’ 
For instance, ab'lity to read and write is regarded as ’skill’ in India, but not in America 
where most of the people ate educated. In out country education is making slow 
but steady progress | and as it tends to become the possession of the majority of men 
and women, it will cease to he considered as ‘skill.’ 

Bental and Manual Labour 

A very common classification of labour distinguishes mental labour from manual 
or physical labour. It must, however, be recognized that instances of purely mental, 
or purely manual labour are extremely rare. The purest instance of mental labour 
involves some physical labour and the purest instance of physical labour involves some 
mental labour. The philosopher must move his tongue and limbs if he wants to express 
his ideas to others while the toughest ditch digger must exercise some intelligence in 
the potfotmance of his task. 


§ 5. SUPPLY OP LABOUR 

We shall now consider what is the total supply of labour in a country and how 
is it measured. It appears at first sight that’ the supply of labour is equal to the number 
of labourers. But this is not exactly true, because labour power depends upon two 
factors : (1) the number of labourers ; and (2) the efficiency of labourers. Suppose a 
country possesses 10 crores of labourers while another country possesses 20 crores of 
labourers. If the labourers of the first country ate twice as efficient as the labourers 
in the second country, the labour-power in both the countries will be equal. Evidently, 
labour is a two dimensional entity, its dimensions being measured by (i) number of 
labourers and (<i) their efficiency. The quantity of labour and the efficiency of labour 
form the subjects of the succeeding chapters. 

TEST QUESTIONS 

1. Dtllne and explain the meaning of labour. If the labour oi («) an amaleor painter, (6) a house-wife, 
(0 ,a student, Id) a teacher, and (e) a musician and labour 7 

2. What are the important characteristics oi labour 7 How doesitdilfer from (I) land and (2) capital? 

3, Vf hat is the importance of labour in produclion 7 Whit do you mean by supply of labour 7 

4, Distinguish between productive and unproductive labour as clearly as you can. 

f. Write sjiort notes on : shilled laboured ; physical and mental labour, 
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{v) Economic Conditions. The desire to marry is also influenced by the standard 
of living of the people. Intelligent and foresighted youngmen and women have begun 
to postpone marriages until they ate able to support a big family. Even when they 
ate married, the high standard of living checks a rapid rise in the birth rate. This is 
not the case when the standard of living, is low. Poor children cannot be sent to the 
school ; on the other hand, they easily find employment in factories or shops and begin 
to eatn their upkeep. Economic independence induces them to marry early and settle 
down in life. The low standard of living thereafter leads to indiscriminate birth of 
children. The general tendency among .the educated classes in this country, however, 
is to postpone marriage till the education of the boy is complete. Such consideration 
is, however, not given to the marriage of girls. 

Condition in India. Birth rate in India is very high. It is a hot country. 
Celibacy is not favoured by either religion or social custom. In fact, every couple is 
advised to have a male child lest their souls might wander restless in the other world. ' 
Economic conditions are also in favour of high birth rate. The standard of living of 
the people of the country is low and they procreate indiscriminately. People seem 
to think that it is not within theit power to limit the number of children ; they are 
written in theit fate and must take Birth. Who are they to interfere in God's wish ? 
There was a time in this country when according to Hinduism, young men used to lead 
a life of Brahmacharya or complete abstinence up to the age of 25, a factor operating 
against high birth rate, But this practice of Brahmacharya has now become a thing of 
the past. All the above factors have made India the second most thickly populated 
country of tbe world, the first being China. 

(bj Death Bale 

By death rate is meant the number of persons dying per 1,000 persons living in 
a particular country during a given period of time. Other things remaining the same, 
the higher the death cate, the lower the rate of increase of population. If in one country 
30 persons die in a year out of a thousand, and in another only 15 die, obviously the 
latter will increase mote rapidly in population than the former. The factors determin- 
ing the death rate ace the following : 

(i) The State of General Progress. General progress reduces 'death rate Educat- 
ed and progressive persons take proper care in keeping their children neat and clean, 
and themselves lead a healthy life. They ate particular about nutritious food, neat 
clothing, tidy shelter and other healthy requirements of proper living. As such they 
live long and do not fall an easy victim to various major and minor diseases. In India, 
however, most of the people ate uneducated and backward and rarely take such con- 
siderations into account. They fail to lead a life along healthy lines, die at an early 
age, and suffer from diseases so long as they live. 

(t'O The Age of Marriage. If a couple is married at an early age and children 
begin to be born immediately thereafter, the physique of the husband and the wife is 
badly damaged and theit life is shortened. Their children ate also weak and many 
of them are carried off even before they are one year of age. This is what commonly 
happens in our country. 

(iii) Natural Calamity. Natural calamities like earthquakes, floods and others 
take people unawares and ate difficult to be handled. They increase deaths quite 
suddenly and considerably. 


qi a Hindu cannot beset a son, be must go to hell. His tames mast siaive He rausl marry as many 
wives as fe I kes but he biUil gel a son. His sterile wives will not object to these marriages. Nstonly 
be bit bis ancestors aredeptived ottbe spiritual blessiigilno sons are boro The son is called Putro 
which literally means saviour Irom the hell named M-J«narden Joshl, OrMs! Ailnim Darwinism tm i 
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Malthus showed that up to the time of his writing, no country had been ih i 
position to grow all the food fot its increasing population. In other words, popula- 
tion tends to increase faster than the food supply; He . illustrated this tendency 
by the use of geomettical and arithmetical progression. He said that if population 
be assumed to increase in geometrical progression like 1 : 2 : 4 : 8 ! 16 and so 
on, food supply will have to be assumed to increase only in arithmetical progression like 
1 ! 2 : 3 ! 4, etc.” • Thus population tends to outstrip the means of subsistence. 

■ (3) Conclusion. This study led Malthus to conclude that history is likely to 
repeat itself. Population will always tend to outstrip the food resources and Nature will 
do her own pruning. Diseases, wars, famines and such other calamities (Positive Checks) 
will continue to carry off surplus population in future as they have done in the past. 

The future of the society thus painted by Malthus was monstrously gloomy and 
dark ; he was seriously criticized fot it and began to be called a ‘pessimistic economist.’ 
He, thereupon, made further study of the problem and added preventive checks to the 
positive checks already mentioned by him. He opined that all the miseries to which* 
Nature subjects humanity fot carrying off the surplus population, i.e., the Positive 
Checks, can be escaped if human beings practise moral self-restraint, i.e., preventive 
checks, and thus keep population well within the limit set by food resources of the 
country. He thus formulated two kinds of checks to prevent population : (1) Preventive 
Checks, like moral self-restraint, which human beings can apply to escape the rude 
methods of decreasing population which Nature adopts ; and (2) Positive Checks, i.e,, 
the methods adopted by Nature for doing away with surplus population. Malthus 
appealed to Christians and non-Christians to exercise self-restraint and keep population 
in Check to escape the misery and vice that may be the lot of future generations. 

Checks to Population 

The checks to population propounded by Malthus may be studied in greater 
detail. According to him the avaUable food supply is the natural limit against which 1 
population is constantly pressing. The methods of preventing ptopulation from cross- 
ing this limit, were called by him “checks to population.” From the objective point 
of view he divided these checks into positive and preventive. Positive checks include 
those causes which increase the death rate and preventive checks refer to those causes 
which decrease the birth rate. From subjective point of view these checks were classi- 
fied into misery, vice and moral restraints.” Vice is different from misery inasmuch 
as its immediate effect may be happiness while the effects of misery are always bad. 
Moral restraint does not lead to misery or vice but causes a cettain kind of temporary 
unhappiness. These checks have been tabulated below ; 

CHECKS TO POPULATION 
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-Someline it is slated that accoidirg to Malthas lood supply increases In arilhmelichl progression While , 
population increases in geometrical progression. This Is a wrong statement. Malthus never said this. He'* 
simply illustrated the increase in population and food supply by geometrical and arithmetical progressions 
respectively. This mis-slatement is a very common enoc and should be avoided by the students. 


3|t is impossible that a positive check so goading and remorseless as laminine should prevail without 
bringing in her train all the others, | Pestilence is her uoilorm companion, and murder and war arc her 
followers, -Ssfitor, 
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Malthusian Theory and India. Though the Malthusian theory is not applicable 
to the western countries, it is applicable to a backward country like India. In India 
population has been increasing more rapidly than the agricultural output. Our manu- 
facturing industries are also undeveloped or ilUdevelopcd and disable us from getting 
food supplies from other countries in exchange for manufactured goods. The coiise- 
quence is that population often presses against the limit set by the food supplies. 
People of this country ate so illiterate and so blindly wedded to loose religious and 
social customs that they do not practise moral self-restraint. The absence of preventive 
checks is associated with the absence of the practice of artificial methods of birth 
control because of the poverty, illiteracy and conservatism of the masses. Naturally, 
therefore. Nature is bringing into action her own rough and crude methods. Diseases, 
floods, earthquakes, Hindu-Muslim riots, etc., take place very often and carry off the 
surplus population every now and then. 

TEST QUESTIONS 

I. What are the nataral laetotsiwhich determine the size of population ? Oiscuis luHy. 

1. Give an account of the various factors which determine the birth rale ol a country. 

S. Write shall roles on ; survival rale and rate of net misration. 
t. Does migration affect the size of population 7 Doesil do in India ? 

5. State the Malthusian Law of Population How far do yon agree with it ? 

6. "Malthusian theory is a greet principleot universal validity." Comment. 

7. Criticize the Malthusian theory of population and show how lar does it apply to India 

fXAMlNATlON QUESTIONS 

U.Pr Board 

1. "When goods increase, they are increased that eat then." Ecclesiasts ‘'When a young man in 
this countiy secures a good post, he finds that he is expected to clothe a large number of poor relatives.'' 
Discuss the bearing of these statemenis on the population question in India. (U. P., I92s) 

2. Desctrbe and examine critically Malthusian Theory of population, (U. P., Com., 1941) 

S. Criticise the Law of Pooulatlon by Maltbns, and briefly slate the points you would lahe into 
consideration in sludying the population problem in India. (U. P., Com , IV33) 

Rnjputana Board 

I. Explainthefollowings— [a) Natural increase of population, (h) Positive and preventive checks 
to population, (a) Optimum population. (Rajputuna, {943j 

Other Examining Bodies 

1. Has the population of Delhi increased or decreased in recent years? 'What are the causes of 
increase ot decrease? (Delhi, 1939) 

2. Describe soine noteworthy facts about the population ol Delhi during the last decade. Is 
populalion governed by aiiy laws ? (Delhi, 1937) 

3. Enunciate the lew of population laid down by Malthus, How lar have later developments 
invalidated his position 7 Does the law throw any light on the population ol Delhi 7 tDelhi, 1935) 

A What do yon understand by over-population 7 Do you think Delhi is becoming over-populated 7 
(Delhi, 1932) 

5. Explain what is meant by positive and preventive checks to the growth oi population? In' a 
rauntry with overgrown papulation which pi Ihe two checks would yon prefer to bring down the number? 
Give reasons. (Delhi, 1930) 
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makers of Toledo are noted for skill in their respective spheres even today, the caste 
system which is prevalent among the Hindus in our counny was originally introduced 
with a view to preserve racial and hereditary characteristics. Though this system has 
now lost much of its holi particularly in the economic field, still some of its influence 
continues to exist even today. A Brahman has an instinctive aptitude lo the acquisition 
of knowledge, a kshattfiya is by his very nature drawn towards the military life, while a 
ivaish is naturally attracted to trade and commerce. Similarly the labourers of Oudh 
are better than the labourers of Bengal, while the former are superseded by the labourers 
of the Punjab. 

(1)' Climatic and Physical Conditions, Climate has a determining influence on 
the efficiency of labour. Extremes ot climate do not favour sustained hard work. 
Labourers tend to become most efficient in a temperate climate, in very cold climates, 
people may find it difficult even to come out of their houses, while in very hot climate, 
the high temperature weakens the human frame. In out country,- for instance, the' 
climate of the Punjab and Western U. P., is good and the labourers of these provinces 
are therefore, sturdy and strong. But the chmate of Bengal is bad ; and is worse still 
in the Tarai , regions where it becomes malarious, fhe labourers ol these regions ate 
often weak and inefficient. 

Climate affiects efficiency not only through its influence on the capacity and 
willingness of labourers to work but also through its reaction on the necessity to work. 
In tropical climates nature is generous in her gifts and little exertion is required for the 
satisfaction of human wants. Conditions tend to become harder in temperate climate 
under which much labour has to be undergone before one’s wants can be satisfied. In 
cold climate, extremeiy hard work is necessary. The consequence is that labourers 
of hot countries aie often dull, of temperate regions, active, and of colder climates, 
very hardworking. Climate also determines the necessaries and other requiremenis of 
life and in this way also determines efficiency. 

So far as our country is concerned, its climate is subtropical, hence our labourers 
ate not very efficient. Hard work for a long period is difficult in the scorching heat of 
the summer. Moreover, natural resources are abundant and the need for hard work 
IS not pressing. Finally, necessaries of life ace few, and can be satisfied by little labour 
with the result that people ace used to little exertion. 

(3) General Intelligence, Efficiency of labour also depends on the general 
intelligence of the labourer. Intelligence is inheriied as well as acquired. Inherited 
intelligence depends upon the race and parents. Thus we see that an average Arne. 
Clean is clearer in his thought, quicker in his action and more exact in his judgment 
chan an average Indian, while the latter is superior in these respects .to an average 
Negro of Africa. The world as a whole, is, however, rising in the scale of civilisation 
and mental attainments, and general Intelligence is tending to become the possession 
of all. Intelligence is also acquired and depends upon the education in schools and 
the influence ot the mother and home, 

(4) jEducatton. Education is a very important factor in the determination of 
efficiency, since it develops and awakens tne latent capacities in man, and makes him 
otherwise fit as an active agent ot production. Education may be general or practical. 
General education aims at widening the hotizon ot man’s knowledge about general things. 
Such education gives the labourer a wider point ol view and enlarges his conception 
of man and matter, it imparts to him social, economic and political enlightenment - 
and strengthens his regard tor morality. Such are the benefits ot general education that 
in almost all the civilized countiies ot the world primacy education has been made free 
and compulsory ; while in France education is entirely free from top to bottom. Unfot- . 
tunately India has not yet introduced free and compulsory primary education. General 
education is acquired, not only m schools, but also by the reading ot books, magazines 
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CHAPTER 36 


THE POPULATION OF INDIA 


Nature elements sach as drainage, altitude, coallgotate. ralniall, lemptralure, fertilitvol soil, etc., 
are no doubt ol basic Importance in determining the de'sit)r aid distdbutijn of populatijo. But as civilisation 
advances the human element plavs an Increaslnglv ImpotlanI part by transloiming the environment -StUema 


i,. We shall now Study the numerical, physical and mental characteristics of the 
population of out country. These aspects of out labour problem are of fundamental 
importance ts us, 

§1. SIZE AKD DEHSITY OP POPDLATION 


Size ol Popniation 

India is one of the most thickly populated countries of the world. About 

one-fifth of the entire world 
population lives in India ; every 
fifth man in the world is an 
Indian. According to the 
latest Census of India (i.e. 
counting of population) which 
was taken on March 1, 1941, 
the population of India is 59 
notes. In 1931, it was only 
35 croies, i. a., it increased 
during 1931-1941 by mote than 
11% The following table 
shows the growth of population 

' Fig, 4S, Showing >baf cvciy llfih in the world Is an lodiun, in India fiom 1872 onwards 



Tear 

1 

1 

1 i 

Population j 

Percentage Increase 

1872 

■ 

210,000,000 j 


1881 

250,000,000 ' 

23 

1891 

290,000,000 

13 


295,000,000 

2-5 

1911 

1 315,000,000 

7 

1921 

1 320,000,000 

1 

1931 

1 350,000, OM 

10 

1941 

390,000,OM 

11 
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Fig. 44. Showing Ihe distii* 
butionicf populaiion In 
British India and Indian 
Stales. 


India's is mote thickly populated than other countries 
of the world. As compared to U. S. A., India is only one- 
half of the area of that country but its population is three 
times a3 large. Of this population, about two-thirds of the 
people live in British India and 'one-third in the Indian 
States. 


Density ol Populallon 

Density of population denotes the number of persons 
living per square mile in a country. Obviously, the density 
of population in a country depends upon two factors : (l) 
the number of .its people; and (2) its area. The population 
of our country is indeed very large, but its area is equally ^ 
great, consequently the density of population is not consider- 
able, It comes to about 200 persons per square mile. Popu- 
lation of other important countries of the world is much 
denser, as is shown in the table below : 


Country 

India 
Japan 
Belgium 
Great Britain 


Density of Population 
per sq, mile. 

... 200 

500 
700 

... 700 


V 


Provincial Variations In Density 

Two hundred persons per square mile is the average density of population of this 
country. As a matter of fact, the density is higher than this .figure in some provinces 
while it is less in others. Delhi is the most thickly populated tract, its density exceed- 
ing 1,000 persons per square mile. The density is the least in Baluchistan, being 
only 9 ‘persons per square mile. The following table shows the density of various 
provinces : ' 


Provinces Density 

Delhi ... ... ... ... ... 1,110 

Bengal ... ... ... ... ... 646 

U. P. ... ... ... ... ... 456 

Madras ... ... ... ... .. 329 

Punjab .. ... ... ... 239 

Bombay ... ... ... ... ... 177 

C. P. & Berat ... ... ... ... 155 

Baluchistan ... ... ... .. 9 


Canses o! Provincial Variations 

Why such variations in the density of population from province to province 
exist is an interesting subject of study. Other things remaining the same the part of 
lup country where the chances of earning a decent living ate the greatest will be most 
thickly populated. The possibility of supporting only a small number of people dete- - 
tiorates the density of population. India is mostly an agticultural country ; conse- 
quently, those areas where agriculture is most prosperous and where the chances of 
Mining a decent living are greatest, generally speaking, the areas of thickest population. 
Density of population in India is, therefore, mainly - conditioned iby the factors affect- 
ing agriculturp. Such factors are the following : 
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Surface Features. The most impottsnt factor determining the density of 
population is the surface features playing, as it does, a dominant role in determining 
the success ot otherwise of agticultute. On uneven and hilly tracts, agriculture is a 
costly and risky profession. Level plains, oii the other hand, ate most suited to agti- 
i" I *Di . country,' therefore, hilly tracts ate sparsely populated and 

I ” thickly populated. Indeed the Indo.Gangetic Plain is one of the most 

thickly populated parts of the world. 

• t The success of agticultute also depends upon the amount of 

rainfall. Generally speaking, 40 inches of properly distributed rainfall is best suited 
to Indian agriculture. Where the rainfall approximates this ideal, population tends to 
be dense ; where rainfall is either less ot more than this ot badly distributed, density 
has a tendency to deteriorate. Students should be careful not to commit the mistake 
of writing that greater the rainfall, greater the population. Rainfall promotes dense 
population only to a certain point beyond which it has exactly the opposite result. 
If scarcity of rainfall is damaging to agriculture, superabundance of tain is equally harm* 
ful. Lower Burma, for instance, receives plenty of rainfall, but is sparsely populated. 

,(3) Irrigation. Where rainfall is scanty, irrigation, which happens to be a 
corrective to this deficiency, becomes an important factor in determining the density 
of population. Irrigation contributes to the success of agticultute and thus favours a 
thitk population. The area known as the canal colony in the Punjab was once a dreary 
and dry desert ; but after the construction of canals in that area, it soon became a 
smiling land of millions of agriculturists. Similarly the Sukkar Barrage in Sind has 
resulted in the rapidly increasing numbers which now inhabit that area. It must, of 
course, be noted that agriculture affect only a .small part of the country and on the 
whole has little influence in determining the density of the whole country. 

(4) The Type of Soils. The nature of soil is another important factor in the 
success of agriculture. Where soil is fertile and can be easily cultivated, population 
is dense. If the soil is, on the other hand, rocky and infertile, population is sparse. 
It must, of course, be stated that soil becomes an important factor in this respect only 
if the proper amount of rainfall is available. Taken by itself, the effect of this factor 
on the density of the population of the country as a whole is little. 

(5) Climate. Suitable climate is another factor to ensure the success of agricul- 
tute. Other factors of agriculture may be quite favourable, but if climate is not 
suitable, agticultute cannot he properly carried on. Importance of this factor can be 
very well "realised from the fact that the areas of unfavorable climate almost always 
coincide with low density. 

(6) Security, Security of person and property leads to dense population. The 
areas liable to dangers of war ot natural calamity or political oppression or exploits* 
tion, have sparse population. 

(7) Factors Afectini Migration. To a certain extent, the whole host of factors 
which encourage or check the migration of population increase ot decrease as the case 
may be, the density of population ; and may even dominate over other factors discussed 

r above, 

(8) Stage of Economic Development. The stage of economic progress attained 
by a country ot a part thereof has also some effect on the density of population, to t™ 
hunting stage, for instance, people led wanderers’ life and the density of population 
was a meaningless term in those times. The pastoral stage led to some sort ot nxed 
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habitation ; but as the domesticated animals required large grazing grounds, population 
was by the very nature of things, sparse. In the agricultural stage people began to 
settle down in certain localities ; food resources increased so that a dense population 
bould not be supported. The density of population, naturally, increased. ' All the 
important agricultural tracts of India have thick population. In the industrial stage 
the density increases further as can be seen from the population of our industrial 
centres like Bombay, Calcutta, Cawnpore and others- 

(9) Indust'ml Development. The above factors have reference to agricultural 
population. Thick population may also be a result of the elements leading to the 
industrial development of a region. As a general rule, where industries ate localised, 
population is dense. All out industrial centres, like Bombay, Cawnpore, Calcutta, etc,, 
are very thickly populated. 


§ 2. HEALTH AND VITAL BTATIMICS 


Healthy population is the basis of a sound national economy. The will to 
progress and ability to achieve it flow from healthy blind and body. Physical efficiency 
of human beings lies at the root of the whole economic progress. An average Indian 
is physically weak. This is the result of the great poverty in which he is steeped and 
of his Illiteracy, particularly his lack of public health conscience. Many of the people 
of this country do not get even two meals a day ; and the number of those who cab 
get is small. The masses of people live in muddy hovels or insanitary rooms, in 
foul dirt and squalor productive of all sorts of diseases. They ate equally 
badly and insufficiently clothed. Whatever they are capable of doing in the interest 
of better physique, they fail to do because of their ignorance and illiteracy. Under 
the circumstances, they lead an unhealthy life and ate often visited by various sorts 
of major and minor diseases. The chief major diseases from which they suffer ate t 
(1) cholera, which is a common occurrence in eastern India ; (Z) malaria, which asserts 
itself in the areas of heavy rains and bad drainage ; and (3) tuberculosis, which is ' 
spreading like wild Are in our big industrial towns. Then there ate minor diseases like 
plague, kala^azat, hookworm, which are as destructive as the major diseases. These 
maladies carry off thousands of persons each year and weaken many more. AlLlndia 
Medical Research Conference remarked that ’‘the average number of deaths resulting 
from preventible disease is about five to six millions, the average number of days lost 
to labour by each person in India is not less than 2 to 3 weeks in each year, that the 
percentage loss of efficiency of the average person in India is not less than 20 pet cent 
and that the percentage of infants born in India who reach wage earning age is about 
50 while it is quite possible to raise this percentage to 80 or 90...The greatest cause of 
poverty pd financial stringency in India is loss of efficiency resulting from preventable 
diseases.^ ^ 

Vilal Statistics 

. Statistics or figures relating to births and deaths ate known as vital statistics, 
we had occasions to discuss in a preceding chapter that the birth rate in this country 
18 staggering ; but the death rate is equally disastrous. Consequently the smvival rate ^ 
IS small. The table below shows the birth, death and survival rates of India in 
different years ; 


<Quoled by Vakil and Patel In Provincial Pinamo Under mtonomf, 
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year 


Bitth rate pet 
thousand 


Death rate per 
thousand 


Survival rate pet 
thousand 


1926 

1928 

1930 

1931 

1932 

1933 

m 


35 
37 

36 

35 
34 

36 
34 


27 

26 

27 

25 

22 

22 

25 


8 

11 

9 

10 
12 
14 
9 


However, the survival rate in India exceeds the 
the world, as is shown in the following table r 


survival cate in other countries 


Country 

Bitth rate 

i 

Death cate 

1 1 
1 

Survival rate 

India 

34 

25 


England & Wales 

15 

12 

3 

Germany 

16 

11 

5 

France 

17 

16 

1 


The causes of high birth and death rates in this country have already been 
liscussed. Human life is very short in out country ; this factor is a stumbling block 

in our economic progress. 


is LIFE 








re2 

f62 

[62 

/ 




/ 



s 

/ 




^7 













43 


INDIA USA. UK. SERMAKY JAPAN 


Flj, 4S. Average duiallon of life la ladlaa and other eounltlB, 


Death generally means the 
lots of experience and skill of 
the deceased at a time when 
he would possibly be of great 
help in the economic advance- 
ment of the country. The 
average duration of life in 
India is only 27 years; where- 
as it is 43 in Japan and 67 in 
New Zealand. Female and 
infantile mortality ate parti- 
cularly high and need special 
attention. 









INTBODDOTIOH TO EOONOMIOB 


Female Mortality In India 

Death rate among the women in India is very great. It is very high particular- 
ly at the time of child birth. The chief causes of high female mortality ate the 

(1) Certain social customs 
have a disastrous effect on the 
health of our women. Purdah 
system is one of them. It con- 
fines our women within the 
house where they hardly get 
either fresh ait to breath and 
opportunity to take some exer- 
cise. It is gratifying to note 
that such injurious social cus- 
toms ate getting weaker. 

(2) The early marriage system 
is a much mote important factor. 
Girls who are married early 
become mothers sooner than 
they are physically mature and 
catch serious diseases. The con- 
sequence is that thousands of child-wives march from the nuptial-bed to the funeral 
pyre within a short period of their married life. Nervous debility, tuberculosis and 
uterine diseases cause havoc among them. 

(3) Quack mid-wives who nurse the Indian women at the time of childbirth use 
faulty methods which at times prove fatal. 

(4) Female life is regarded cheap in this country and generally women neglect 
their health. 

(5) Women working in factories have to attend to their duty immediately after 
the childbirth and just before it, which has disastrous effect on their health. 

(6) The masses of the country are poor and are ill-fed and ill-clad j so that once 
the constitution of women begins to weaken, it often leads to their untimely death. 

Child or Inlantlle Mortality 

Infantile mortality, like female mortal ity, reaches serious proportions in out 
*^?***'?u utShest infantile mott ality in the world. Twenty per cent of 

the children born, die before they ate one year of age. Infantile mortality is particu- 
larly great in the towns. The table below gives the infantile mortality rates of certain 
towns for the year 1934 ! 
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Fig. 46. Showing average duration of ilfe in certain countries. 
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is not compulsory anywhere except in a few hundred municipalities and rural areas 
There is one middle school per 100 sOt miles, one high school pec 315 sq. miles, and one 
arts college per 9,000 sq- miles. Under the circumstances, put labourers cannot attain 
that mental efficiency in the absence of which no lasting progress can be made. 

§1. EFfii:lENOYOFI.NDlANLAB;UE 

Let us now discuss the problem of the efficiency of Indian labour. The problems 
which we have to face ate iliainly two : (1) Is Indian labour efficient, or inefficient ? (2) 
if the latter, what ate its causes ? , , 

Is Indian Labour CKIcient ? 

Whether Indian labour is efficient or not is sometimes debated, though this 
controversy is superficial. It is moreover a problem of advanced discussion, and will ' 
be given only a passing reference at this place, It has been argued by some people that . 
Indian labour is probably the most efficient in the world For, labour in India is so 
cheap that labour cost pet unit comes to a very low figure, probably it is the lowest in 
the world. This may be so ; but the argument is not very plausible. Low labour cost 
is not the criterion by which efficiency of labour is to be judged. Efficiency of labour 
is to be tested by the productivity of labourers per unit of time. Labouters producing 
mote or better goods in a given period are more efficient ; and labourers producing 
less or worse goods in the same period and under similar circumstances are less efficient. 
From this point of view, which is the'only correct point of view, Indian labour is really 
inefficient. 

Causes ol Inelliclency ol Indian Labonr 

The following ate alleged to be the causes of the inefficiency of our labour ; 

(1) Racial Characteristics. Western writers have the habit of stating that Indian 
labourers are inefficient because they come from a stock having hardly any capacity for 
industrial work. This assertion betrays colossal ignorance of India’s past economic 
achievements. Anybody who has some knowledge of the History of India can say that 
this statement is wrong. There was a time when India was the most advanced indus- 
trial nation of the world and her manufactures used to be the best in the world. Our 
workers ate the descendants of the same labourers whose nimble fingers were celebrated 
throughout the world. Since the advent of the Britishers in this country, the decay of . 
indigenous industries led to a deterioration in industtial efficiency. But once again 
India is matching on the toad of industtial progress with set teeth and firm determina- 
tion, and her labour is fast becoming efficient. In Tatanagat, for instance, the labour 
force was originally drawn from wild tribes but has now become so efficient that glowing 
tributes have been paid by foreign observers to its efficiency. 

(2) Climate, Climate is alleged to be the next factor accounting fot the 
inefficiency of Indian labour. This is true to a certain extent as the hot climate of our 
country does have a weakening influence on the human frame. But it must not b 
forgotten that out labourers still have an unusual capacity for hard and sustained worke; 
and they live in very rigorous conditions. The workers of Northern clndia— Nepa 1, 
N.-W. F. P., and the Punjab— ate very sturdy, though those of Bengal or Madras ate not 
so strong and tough. Moreover, the progress of science and economic advancement 
of the country may lead to the adoption of artificial measures to make the climatic^ 
conditions mote favourable for work. A spread of electricity for domestic and Indus- 
tttal purposes has already led to the use of fans, refrigerators, humidifiers and other such 
salutary devices. 

Intelligence. The next factor which makes fot the inefficiency of 
Indian iabout is the |ow standard of general intelligence possessed by the ayeta|e 
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attach greater iinportahce to their material wants and material well-being than what 
they have hitherto done. 

(10) E§ciency of Organisers. India lacks organising capacity. As such we have 
to import foreign skill for the purpose. 'Foreigners are not very efficient organisers. 
The climate of this country rarely suits them. Moreover, they are used to efficient 
labourers in their own countries, and Indian labourers appear to them inefficient 
weaklings. Very often they become careless because they ace paid considerable sums 
in advance and cannot be easily turned out. Rarely is an effort made to find out the 
suitability of a labourer to a particular task and the allotment thereof to him. Again, 
tools' and machinery that are used are not always suited to the labourers. The use of 
defective machinery, it must be realised by our capitalists, is a false economy. 'We 
can improve the standard of organisation in this country if we send our own country- 
men abroad for requisite training and see that they put into practice the latest advances ^ 
made in the science and art of organization and management. 

TEST QUESTIOMS 

1. What, do you mean by density of population? ¥hat Is the density of population in India? 
Account lot its provincial vaiiations. 

1, ff'rite a short note on,‘'The Health ol the Indian People and its Economic Sijnilicance.'’ 

3i What do you mean by vifai statistics ? Give an idea ol the vital statistics of India. 

4. Account for the high female and infantile moifallty in India. 

' 5. Suggest the reasons for the inefficiency of the Indian labour. 

EXAMINATION QUESTIONS 


U.P. Board 

1. Explain the causes of high infantile mortality (a) In India in general, (()at industrial centres in 
particular. What measures can be adopted to lessen the evil 7 (I. A., 1944) 

2. India presents examples of very high and very low densities of population. Explain the factors 
that account for these wide differences. Do you agree with those who maintain that India is overpopulated 7 
Give reasons for your answer. |l. A., 19(3) 

3. What ate the causes of inefficiency of Indian labour? What remedies would you suggest? 
(I. A., I94f) 

4. What do you understand by 'infantile mortality? Explain the causes ol the high infantile mortality 
rate in India, Suggest measures to check this esril. (I. A., 1940) 

5. What arc the factors whidh determine the efficiency of industrial labour ? Apply them to Indian 
conditions and give reasons for the low efficiency of labour in India 7 |l A., 1937) 

6. Discuss the causes of the urrequal density and distribution of population in the various parts of 
India. (I. A., ‘1937) 

7. Analyse and discuss the causes of high infantile mortality in India. What steps would you suggest 
lor eradicating this evil 7 (I. A,. 1935) 

8. Discuss fully the causes ol the variations in the density and disfributlon of population in various 
parts of India. (I. A„ 1934) 

9. Do you think the factor of production labour in India is efficient? If not what proposal would 

you make for making it ellicient 7 (I. A., 1933) . ^ 

' to. What are the chief causes ol the inefficiency of Indian labour? How and to what extent can they 
PC removed 7 (I. A., 1931) 

11. ■ Account lor the dlsfribulton and density of population in different parts ot India, (l. A., 1932) 

12. Analyse carefully the condition upon which the efficiency of labour depends. How far are these 
randitions to be found in our industrial centres 7 (I, A., 1930) 
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CAPITAL 

Had Icslslators been avaie that indnstiy is limited by capital, they would have seen that the 
attieeate capital of the couotiy not having been increased, any portion oi it which they by their laws had 
caused to be embarked In the newly acquired branch of industry most have been withdrawn or withheld from 
.some other ; in which it gave, or would have given, employment to probably about the same quantity of labour 
which it employs in its new occupation.-/. S. Hill. 

§ 1. MEANING OF CAPITAL 

< 

The minimum and indispensable requirements of production are land and labour ; 
but land and labour alone cannot produce a commodity on a large scale. Artificial things 
ace necessary to aid man's attempts if production of wealth is to assume large proportions. 
This fact was realised even by primitive people who invented some simple tools and 
implenients to help them in different ways. Considerable progress has been made since 
then and today human beings use very intricate and gigantic machinery, mammoth 
factories, and a widespread net of transport system. All such artificial aids to 
production may provisionally be called capital. 

Such articles have two characteristics in common ! (1) they are articles of 
wealth ; and (2) they are used for further production of wealth. Capital may, therefore, 
fie defined as that part of wealth, other thin land,* which is used for further production 
I of ^wealth. Obviously all capital is wealth, ..but al], wealth j.s.npt capital— that part of 
wealth which is not usedTot further production of wealth is not c^aT 

Whether an article of wealth is capital or not depends, not on any inherent 
quality in that article, but on the use to which it is put by its owner. Suppose, a man 
possesses a sum of Rs. 10,000. If he hoards it in iron chest, this sum cannot be called 
capital; but if he invests it in a factory instead, it will certainly be called capital. J. S. Millr 
aptly observes, “The distin ction b etween capital and-non-canital doM not lie in the 
kind of commodities; but in the minilof the cap italist , in his will ti^mpJpylKemjfor 
one, pu^Qse rather, than another.” 

We can look upon capital from another point of view as well. The income 
of a petson, as has already been cenlatked, may either be spent for the satisfaction of 
the Resent wants, or be put .aside for the satisfaction of future wants. The latter 
operation may take the shape of boarding or, of saving, which implies the use of income 
in a productive way. The part of income which is thus employed productively is known 
as saving.” Sajrjng is simply the conversion of wealth into capital by applying it to 
productive purpose. ' ' ‘ ' : , 

Hone; and Capital 

Some people imagine that money and capital are words with the same meaning. 
This, howevet, is not so. All money is not capital ; only that money which is used for 


. ^Land should be excluded tram the concept at capital becwic Ian I is also wealth and is likewise usedc 
in lurther prMuctlon of wealth. Hence capital should be dellied either In the above way or as that patt of 
wealth which Is made by man and which is used lot lutiher prod jcHon of wealth. 

”1. S. MIN, Prina'phs of Polltloal Bmiumy, 

BButitshould be remembered that capital Includes not only life Inconfe used productively but.also 
the wullli pat for similar n;e. r > < 
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ils'Lanil Capital 

. ' , It is the feeling of some thinkers that lend should he regarded as capital. When 
a ban they say, purchases a piece of land, he has to pay a price for it ; he does not 
,'get it free. It is not a free gift of nature to him. The purchase ol land cannot be 
. distinguished from the purchase of, say, machinery. As such, land may be safely 
included in capital. 

This reasoning is not very plausible. It is true that land is not a free gift of 
hattire to the purchasers ; but it is a free gift of nature to the society at large. 
Ivlachinery costs something to the society as it does to individual ; but land does not 
cost anything to the society, though it does cost to the individual. There is, as such, 
an' important difference between the two. This and other points of difference 
between land' and capital show that land cannot be regarded as a capital. Each is 
quite distinct from the other. 

' § 3. IMPchTAJICEiiWBTOIOTIONSOFOiPIl AL 

The importance of capital has been emphasised in a previous chapter. Land 
and labour alone and unassisted cannot carry on production on any considerable scale. 
■Without capital the energies of man can be only imperfectly executed and the gifts of 
nature only partially exploited. Capital 'enables men to utilize more completely nature’s 
materials and forces by the substitution of roundabout methods of production for 
direct ones ; and it accomplishes this result by furnishing the tools for such roundabout 
methods, and by making possible a longer interval between the initial effort and the 
final effort, or consumption'. Even in the primitive life some sort of capital was 
made use. of, in the production of wealth. In the earliest stage of human development, 
people'had invented stone weapons, bows and arrows, rough net and sharp stick. With 
.the spread of knowledge and civilisation, importance of capital has also been increas- 
ing, so .much so that the present age is called the ‘Age_of Capitalism’. Even if 
capitalism is superseded by some other system of sociarorganisifiotrlike'Socialism or 
Communism, the importance of capital is bound to remain supreme. No man has 
been so eloquent of the attainments and possibilities of the use of capital as Marx,'' 
the Father of Socialism ; and Russia, the communist country, has been making large- 
scale applications of it. 

Fanctlonsol , Capital 

Specifically, the chief function performed by capital is to enable producers to 
start production and to wait fot the result which appears only after some time. During 
the intervening period capital provides means cl subsistence to the labourers and pro- 
ducers, and instruments of production and taw matetials. 

: I (1) Promion of Livelihood. In modern times goods ate produced in anticipation 
'bf demand. A long time usually intervenes between the commencement of production 
/and the final disposal of goods. During this period, it is capital which provides the 
wherewithal for the feeding and clothing and satisfying other requirements of pro- 
' ducing agents. 

(2) Provision of Appliances, Capital also provides factory, buildings, machinery 
and other instruments of production Modern methods of the production of wealth, 
ate highly mechanized and comprehensive and require a mint of money. 

(3) Provision of Raw Materials, Capital enables producers to purchase tew 
materials which ate later on converted into finished products. Materials include not 
only such taw matetials as ate obtained from Nature but also partly manufactured 
atticles. 
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iNTRODOOtiON TO EOONOlilCiS 


and the nature of its employment 'When both these factors ate agreeable to the purpose 
in view, efficiency is achieved. An illustration will make the point cleat. Suppose 
a very big building ; sufficient accommodate gigantic machines and thousands of 
labourers, is converted into a big factory, it will be quite efficient for that purpose. 
But if the same building ij used as a workshop of a small artisan, it will be too costly 
and spacious to be called efficient. 

2. Metbod ot Applicattoii 

The Method in which capital is used also determines its efficiency. If a 
machinery is handed over for operation to an unskilled labourer, he will not be able' to 
make its best use ; under his charge the machinery is bound to remain inefficient. Good 
.materials; and -good tools ate certainly great aids to efficient production, but they can 
achieve efficiency only if they ate used by skilled labour working under good .manage-^ 
ment. 


§ 6. AOOUMULATION OF CAPITAL 


I We shall now consider what are the factors which govern the accumulation of 
capital. As J. S. Mill observes ‘‘Since all capital is the product of saving, that is, 
of abstinence from present consumption for the sake of a future good, the . increase of 
I capital must depend upon two things -the amount of fund from which saving can 
' be msde and the strength of it* dispositions which prompt to it”.* In other words, the 
I accumulation of capital depends upon (1) the ability to save ; and (2) willingness to 
; save. The following chart is sufficiently illuminating in this respect : 

ACCUMULATION OF CAPITAL DEPENDS UPON 


I 


• \ ' 

(B) Will to Save 

(A) AMlitj' to Saw 


Objective Conditions or 

Subjective Ckinditions or 

Conditions Prevailing ■ 


Personal Motives 

within the 


< 

Country 

Excess of income over 

1. Prudential consider' 

1. Security. 

expenditure. 

atiqns. 

2. Social and political 
considerations. 

3. Economic consider' 

2. Field and facilities foi 
investment. 

3. Capable businessmen. 


ations. 


4. Temperamental con- 

4. Existence of the means of 


siderations. 

storing value. 


Chart 47. Expiainin; the accumalalion ot Capital. 


•J. S. Mill, Primlplii of Poltfiral fieddomj, p. lOt. 
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IKTRODtrOTION TO ECONOMICS 


The Case of India. In India, subjective forces do not generally operate vet' 
powerfully they move 'only the richer sections of the population. The rich and thi 
middle-class i)'46ple have the desire to leave something for their dependents but th( 
pd6r fail to ttke distant future into acdount, though the sense of family affection is 
quite stforig with all classes of people. The desire to save for a “raitiiy day” shows 
similar charactetisiics. The possession of capital certainly gives social artd political 
prestige in this country, but people are generally illiterate and poor and this ambitidn 
does not become effective in the case of the majority of people. High rates of interest 
ate probably found attractive by them and some of them are proverbially habituated 
■ to save money But so far as the majority is concerned, it only very rarely gets the 
occasion for exercising its willingness to save due to their extreme poverty. 

2. Objective Cbn^ideratioas, or Condlttoos witbin the Ccuhtry 

A man possessing the ability to save will like to save only if the conditions 
prevailing within the country are favourable. The important conditions ate the 
following : 

(1) Security. A man will like to save money only if he is certain that his 
savings can be kept safely. If he fears that his savings might be taken away by robbers, 
or be snarched away by unjust tax-collectors of the Government, or be destroyed in 
warfare, or be devastated by such natural calamities as earthquakes and volcanic 
enuptions, his incentive to save will be damped. In early times life and property 
of the people were not safe ; and the people were consequently thriftless But the 
spread of civilisation and the establishment of organised society guaranteed them 
adequate protection, and capital accumulation on a large scale is an accomplished fact 
now. In our country the break-up of the Mughal Empire saw frequent wars, daring 
robberies and excessive taxation which ffeeced the capitalists of their capital as sheep 
is ffeeced of its wool.' Such insecurity made people spend-thrih and reckless, and 
capital accumulation was very meagre. 

(2) Fields and Facilities for Investment. People can put their money to pro- 
ductive purposes only when the fields and facilities for investment are available, in 
their absence the money which is saved will be hoarded and will not become capital. 

In the modern age, however, such fields and facilities have greatly increased in number 
and efficiency. Agriculture, industries, transport, hydro-electric works and other 
spheres of production have become highly capitalized and are in chronic need of capital. 
Facilities for investment have also mult'plira on ail sides. Everywhere we find banks, 
shares and bonds of companies, insurance policies, Government securities, all of which 
have greatly increased in popularity and luive stimulated the accumulation of capital. 

In India, however, fields of investment are not so large as in America or the 
United Kingdom, but the scope is definitely increasing with great rapidity. Large 
scale production in factories and farms, large iron and steel and hydro-electric works, 
big insurance and banking companies, are coming into being ; and capital is tending 
to have diverse and various opportunities of finding satisfactory channels of application. 

So far as investment facilities go, they ate not very satisfactory at present and lack 
both in numerical strength as well as in efficiency. Joint stock banks are not very 
many, while savings bank and co'-operative societies are ako few. 

(3) Capable Businessmen. People are induced to invest money only in the ■■■ 
concerns conducted and directed by trustworthy and capable businessmen. The 
business magnates who ate well known for their business efficiency and for their 
honesty always inspire confidence in the public and Urge funds ate easily entrusted 
to'them without any hesitation. Such persons are very few in our country. Tatas 
jnd Dalmigs can be counted on the tips of finders. This is an important reason why 
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INTRODUCTION TO ECONOMICS 


They have made the output uniform and have introduced an era of mass production. 
Mere hands can rarely make two things similar; but the machinery can forge them 
exactly alike. The standardization of output has brought in several advantages, the 
most, important of which is the possibility of the interchangeability of the parts of 
machinery. 

(4) Machinery make large scale production possible and ensure the availability 
of consequential internal and external economies. Output is thus increased at reduced 
cost pet unit. 


(5) Machinety_s aye8 time and giv es rise to greater leisure. This leisure may be 
•used for reading, recreation, spifitual'^evelopment and other useful activities. The 

following diagram shows this 
fact clearly. 

(6) Machinery have enabled 
unskilled labourers to do the - 
tasks which could formerly be 
done only by few skilled labout' 
ers. Disgustive and disagree' 
able work like that of a sweeper 
is also taken over by machinery. 
Very delicate and fine work 
which human eyes and hands 
can do only with great difficulty 
and with rare success is perform- 
ed hy machinery with great 
ease. There ate machines which 
can even measure the diameter 
of a hair. 

(7) Machinery incre ase the 
intelligence. res ourc^Sn ess and 
reiwns ibility jf workers . They 

give to labourers command over their eyes and hands. TSbourers also increase their 
knowledge when they learn the working and mechanism of machinery. 

(8) Machinery have i ncreased th e mob ility of labour f rom one occupation to 
Another* As the mechanisation spread’srtSf* aBIlity of labourers to move also increases 
proportionately. 




Before the introduction of 
nschlnery 

Ff8.48. showing how 
nachinety saves time. 


After the introduction of 
machinery, 


Disadvantages ol Machinery 

Though machinery have brought about so many advantages, their effects have 
not Men altogether beneficial. They have been responsible for bringing about economic, 
physical and moral degradation among workers. Such disastrous results have often 
among the workers during the course of which they typified machinery 
as their greatest enemy and smashed them into pieces. But it is now growingly realised 
that in the long run these disadvantages are more than amply repaid. The chief 
shortcomings and disadvantages of machinery are mentioned below : 

■ (1) The neatest atguinent given against the introduction of machinery is that 
they displace labour. Machine is a ‘laboursaving device’ in the sense that it can 
.do the work of a large number of men who ate thrown out of employment when machi- 
nery is introduced. 

This, of course, happens in the earlier stages of the introduction of machinery. 
.But later on the displaced labourers get employment on better wages and under 
improved conditions than before. This happens because the demand for labour is 
increased later on dqe to the following factors : (a) machinery reduces the price of 
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lifTROfairottON to- teONOMICS 




'3i Discoss Ihe importance and'fanctions o< capital in production. 

. 4. '{('rite short, notes, on,; (I) Fixed, and circulating capilali (!) Production and consumnllon- 
capital, (3) Sunk and ilpaling capital. (4) Material and personal capital . (5) Remuneratory and auxiliary 
capital. 

S', ti^liat are the factors on which elilciency oi capital depends 7 

6,. 'Vhal are the, factors on which the aaumnlalion of capitnl depends. Discuss with special 
referenee to India, 

.7. Discuss the advantages and disadvantages of machinery. 

EXAMINATION QUESTIONS 


tli.P, fioatd 


: ■ I. Deilne the term* oafitci, and distinguish between fixed and circulating capital. Discuss the 

importance of capital in Indian agriculture. (I. A., 1942) 

2. Discuss the advantages and disadvantages of the use oi machinery. (1, A., 1941) 

3, What are the conditions for the growth of capital in a country 7 llluslratc with special reference 
lo present-day conditions in the United Provinces. (I. A., 1940) 

4,, What ate the conditions which favour the growth of capital in a country 7 Discuss these fully, 
with special reference lo Indian conditions, (I. A,, 1938) 

, , 5. Distinguish between (a) Fixed and Circulating Capital, (b) Wealth and Capital. (I. A,, 1937) 

6. Define fixed capital. How does the use of capital increase the productivity of labour 7 What 
services do railways tender to wealth production in India ? (I. A-, 1933) 

7. Cateiully define the terms capital and expisdn the part which it plays in the production of wealth. 
AUcUnt lot the slow growth of capital in India. (I. A., 193i] 

8. Define capital. Is land included in capital 7 Give reasons lor your answer. (1. A., 1931) 

' 9. What do you understand' by the term 'capital' 7 Indicate the conditions that determine its supply 
and examine lo what degree these ate fultllled in out villages. (I. A., 1928) 

10. - Define the term 'capilal’. Distinguish between 'fixed' and 'circulating' capital. Do you consider 
the following to be capital 7 

(a) deed corn., fb) hoarded rupees, and (c) good-will oi a business. (I. A., 1923) 

11. Disci^ the advantages and disadvantages oi the use of machinery in modern production. 

(I.Com., 1943) < 

12. Define capital and distinguish between fixed and circulating capital. Do you consider the lollow- 
Ing as capital : (i)good will ol'aibusiness, (II) the skill of a doctor, (lii) the' miser's wealth, (iv) a house, 
and (v) the intellect of a teacher 7 (I. Com., 1941; 

13. Discoss the conditions which atlect the accumulation of capital in a, country, and show' to what 
extent they exist In India. (1. Com., 1939) 

14. Define fixed capital and circulating capital. Contrast the fixed and circulating capital ol a mano- 
factorer with that oi a merchant. (1, Com., 1937) 


Raiphtana Bonid 

1. What arethe factors which allect the growth of capital 7 How do you account for scarcity ol capital 

In India 7 (I. A., 1945) , 

2. (a) Capital is subdivided into (1) fixed and circulating capital, (ii) specialized and free capital. 
'Give examples ol each sort of capital, 

3. The progress of producing wealth with the aid of capital has been called indirect' ot rolinddboilt 
'.prcducuon. Why 7 il. A., 1943) 

4. Explain the factors on which accumulation ol capital in a country depends, pointing out which ol' 
these operate in India, (I, A., 1941) 

5. Discuss the advantages and disadvantages of the applicallon of machinery in production, A, 

(I. A., 1941) 

6. Discuss the factors on which accumulation ol capilal in a country depends, pointing out which of 
these operate in India, (I. A., 1940) 

7. "Indians arc more thrifty than Englishmen and yet it is the capital of the latter that has built 
railways and other great works in this country." How do you account lor this 7 Enumerate the causes that 
have retarded the growth of capiMi in this country, (I. A., 1939) 
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CfiAfTEB 38 
ENTERPRISE 


Botmally It may be presumed Ibel an iodepeedent entrepreneur does net mnke less than a manager of 
like abilities, and perhaps he does not make much morc...lllhc remuneration- of the manager is just equal 
to the ambupt vhich be produces, then the remuneration ol the entrepreneur Is not very different from the 
amount he produces.— Bd^atvorth 

flusiness of every siee and descriprion involves a certain amount of ‘risk’ or what 
is called in Hindi jokhim. A businessman has to anticipate or forecast the quantity 
and quality of goods likely to be demanded in the market in the near future, and to 
produce or purchase goods in the light of this estimate, if, due to some reason or the 
other, his forecast goes wrong, he stands to suffer a loss. For instance, a mill-owner 
may produce goods of a particular kind in the hope that they will be in demand ; but 
the demand may unexpectedly shift from the mill cloth to the hand-woven cloth. The 
goods produced by the said mill will not be sold and the mill-owner will suffer a loss. 
Similarly, the actual cost of raw materials, the rate of interest and the rate of wages 
may exceed the anticipated- cost, with the result that the cost of production may rise 
unexpectedly and a loss may result. Just as a business statids to lose, similarly it stands 
to gain as well. It ma.y.Tiearn huge profits if unforeseen fabourable events occur. 
Evidently there is an elemeht'-of ‘uncertainty’ in the business. This factor of uncertainty 
or risk is called by economists jnterpi'ise. The person who undertakes the risk or beats 
the uncertainty is known- aS-the entrepreneur.' • 

Enterprise and Orgaoisation 

Some economists think that organisation and enterprise are inter.-changeable 
words ; and these two functions ate performed by one and the same man who may be 
called either an entrepreneur or an organiser. This opinion is incorrect inasmuch as 
these functions may or may not be combined in -one man. The joint stock company 
is the most typical business unit of the modern age and in it the function of organisa- 
tion is undertaken by paid managers while the function of risk-taking is performed by 
shareholders. Apart from this objection of a practical nature, it may be added as a 
theoretical argument that in theory the functions of organization and risk-taking ate 
definitely separate and can be conceived separately. As such, it is better to consider 
them as two different factors of production. 

§ 1. FUNOTIuNS i P THE ENTBEPRBNBUR 

In the domain of production enterprise plays an important role. No production 
is possible unless somebody is prepared to bear the risk which production involves. 
This is mote so today than it has been ever before. Nowadays demand has to be 
anticipated and goods have to be produced according to such anticipation. The 
anticipation or forecast depends on a large number of variable factors so that no finality 
can be attached to the estimates. The element of risk in modern business can, therefore, 
be well appreciated. As markets are growing larger and uncertain, as the processes of 
production ate becoming increasingly complex, lengthy and round-about, as consumers 


iThe wold "IntTepteoeut is ol French origin and has been derived iront the French word "entreprendre", 
which means the 'undertaker'. The English cquivalenis ol "entrepreneur'' are "undertaker" and "enterpriier." 
Eul the latter are hardly used t the "entrepreneur" is th: usual exptetsio.i adopted In English, 
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ORGANISATION 

Along vith advance of atganiiallon, every part, mote limited in its office ; pel arms ifs office betfer ; the 
means of exchanging benefits become greater ; each aids all and all aid each with increasing efflciencv, 
and the total activity we call life, indiv,idual or netionel augments.— Hirhert Spincir . , 

§1. MEANING OF OEUANIBATION 

We have so far studied the four factors of production, namely, land,. labpitt, 
capital .and enterprise. We shall now consider the different ways in .which production ^ 
in our days has come to be organised. We have studied, .so to say, the natute o^ the 
various parts of a tmachine and shall now discuss the different ways and methods of 
putting the parts 'together rand learn Itow they act as a unit when the whole machine 
is set up. . 

Production, whatever be its nature and scale, has to be properly organised. 
Even as simple a producer as a small vegetable-grower has to procure good .seeds at a 
cheap rate, decide how much land ’will be cultivated and what will be grown therein, 
arrange for 'manuring and watering and look to profitable marketing of the vegetables 
grown. The functions become complicated- and numero.us in a typical factory of 
today. The natute and importance of these functions, collectively known as organise- 
tion, show that efficiency of production must largely depend upon proper organisation, 
upon proper assemblage of the various factors of production in most effective propor- 
tions. Organisation may, then, be defined as the attempt towards bringing the vartous 
factors of production into the most effective co-operation. 

Place of Organisation in Economies 

In the early days of the development of economic theory, organisation was not-' 
considered to be a factor of production. It does not mean, however, that in those 
times production was carried on, or could be carried on, without organisation. As a 
matter of fact, some sort of organisation is traceable even in very primitive forms and 
methods of production. But organisation was not very important in the industrial life 
of those days, so that it did not attract the attention of economists. With the progress of 
society, however, organisation began to acquire importance. Large scale production, 
division of labour, international markets and such other economic complexities pushed 
the importance of organisation to the forefront. It is now realised more than ever 
before that the agents of production cannot achieve much unless they ate in effective 
co-operation. Their strength lies in their union under one management which will 
assume the lead in production and endeavour to utilise all the factors so as to achieve 
the best results and obtain the highest returns. Organisation has now come to occupy 
an important place in the theory of Economics. 

'/ § 2. THE FUNOTIOHS OF THE OBGANISEB 

The task o( an organiser, it may be emphasised, is not limited to the meiC 
assembly of the various factors of production ; for he has to perform many other delicate 
and important functions as well. They may be explained by comparing the function 
of a master blacksmith with the function of his apprentice. The apprentice simply 
yvorks according to the directions given by the master blacksmith. But the work of 
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■ittatetial. All this preliminary work which must bo done before production can 
;b'egin, is performed by the organiser^ 

(2) The organisation of Laboweis is his next important function. He has to 
' divide labourers into several groups according to their level of intelligence, diligence, 

skill and aptitude, and entrust to each group the work best suited to it, He has, mote< 
over, to be careful to see that no labourer remains idle and none is over- worked. . He 
has to arrange production in various stages in such a manner that as soon as a labourer 
has finished his part of work on a particular commodity, another commodity may come 
before him immediately for similar operation. 

He has, again, to look to the proper supervision of labourers while they are at 
work i and to ascertain that the industrious and the efficient are rewarded and the 
indolent and the inefficient penalised. 

(3) The organiser provides labourers with proper tools, appliances and machinery. 
He has to see that the implements and machinery are suited both to the labourers as 
well as to the taw materials on which they are used. Machinery have to be kept 
uptodate and the organiser has to be in touch with the mechanical advances made in 
his branch of trade. VUe have also to take proper care that the machinery remains fully 
employed ; that the motive power is adequate ; and that the skill of the labourers is well 
maintained. 

(■4) Above all, the organiser determines the quantity and quality of the output. The 
goods produced ate meant for sale ; business success depends upon the profitable disposal 
of the goods produced. It is, therefore, essential that the goods should be produced 
in such quantity and of such quality as may find a ready and profitable market. To 
perform this function efficiently the organiser has to be^in touch with the market 
conditions and to find out what are the articles in demand and what fraction of the 
total demand can be captured by him, For instance, if an organiser finds that canvas 
shoes ate well in demand, and of the existing demand he can manage to secure the 
demand for 1,000 pairs of shoes, then he prepares 1,000 pairs of canvas shoes. In anti- 
cipating the demand the organiser has, of course, to foresee the changes in fashion or 
taste and in the economic position of the purchasers, that might possibly take place in 
immediate future. 

(5) The problem of marketing the goods produced is also tackled by the organiser. 
Speedy sale of the goods at maximum price is the ideal which he tries to achieve. 
For this purpose he has to know all the markets in which his goods can be sold ; 
the prices ruling in those markets ; the prices at which his competitors are selling, 
or can .sell, their goods ; and such other factors. It is this sort of systematic investiga. 
tion which gives success to the organiser. 

(6) Besides these, an organiser has to perform a large number of miscellaneous 
functions. He has to observe the principle of substitution and to know the 
implications of the laws of increasing, decreasing and constant returns. All these 
factors have important infiuence on production. 

§ 3. EFFlOiJSNOY OF ORGANISATION 

Efficiency of organisation is to be measured by the degree of economy in pro- 
duction. The best organiser makes the best use of factors of production and thus 


>!t must not be supposed that one man can supply only one factor oi ptoduclion and not more then one. 
In fact, a mnn can and does supriy mote than one factor. Take the case of a shareholder in a joint stock 
company. He is a capitalist because he has contributed capital. He Is also risk-taker, for he is liable to a 
loss ard entitled to a proHt, Similarly, a person maycontnbnle capital as well as organise ptoductioa, thus 
besoming capilalisl and organiser at the same time. 
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Organisation ol Agricultnre 

Agriculture is the most important occupation of this country, but its internal 
and external organisation is deplorable. The absence of big and consolidated holdings, 
lack of permanent improvements, absence of drainage system, want of manure and 
such other factors are examples of poor internal organisation. The chief deficiencies 
regarding the external organisation are the development of small scale industries which 
provide subsidiary and alternative occupations to cultivators. 


Organisation ol Indnstrles 

As said above, our cottage industries lack proper organisation which is an import- 
ant cause of their backwardness. This is. however, not so in the case of factory 
industries. They are indeed very well organised. It has been observed about the jute 
mills that they "ate a great monument to Scottish enterprise and Indian labour. While 
Indians have furnished the land and labour for growing, and the labour for manufactur. 
ing, Scotland has furnished the brains and the careful oversight.”® Again, “In point 
of efficiency, organisation of the jute industry is perhaps second to none in India’’.® 
The iron and steel industry is also very efficiently organised by foreign organisers The 
cotton textile mill industry is also remarkable in point of organisation, though the 
foreign element is prominent there. 

It is, then, clear that we have imported organisation.from foreign countries and 
it is as best as it could be under the circumstances. However, the foreign management 
has serious weaknesses and shortcomings. Foreign organisers and managers have to be 
paid very high salaries. They also lose much of their efficiency because of the hot 
climate of this country. Many of them find it difficult to pull on with Indian labourers 
who appear to them inefficient and lazy weaklings. Finally, many of them know 
that they have been given large sums as advances and cannot be dismissed with impunity 
and, therefore, become irresponsible. 

Realising these shortcomings of foreign organisation, our countrymen have 
begun to send students to foreign countries to acquire practical training in organisation. 
It is, however, mentioned by expects that managerial skill is difficult to acquire but the 
local talent is showing growth and improvement. Stimulated by the requirements 
suggested by the Indian Fiscal Commission for Industry which is granted protection, 
Indianisation is making progress. 

§ 5. PROBLEMS OP organisation 


The most important problems which an organiser has to solve are three ; 

1. The problem of division of labour (including the localisation of industry). 

2. The problem of the scale of production. 

3. The problem of the legal organisation of the business concern. 

We shall devote the succeeding three chapters to these three problems of 
organisation. 


TEST QUESTIONS 


1. Exclaia the meaains ol orjanisation. 

2. Give an account of the impotlance and functions of OTsanisation. 

S. What do you mean by efficiency of otaanisalion 7 What aie the factors on which it depends 7 
4. Give an idea of the availability of organisation in India. 


EXAMINATION QUESTIONS 

1, What do you understand by organization 7 Suppose you were asked to organize the cotton hand* 
loom Industry. How will you do It 7 (U. P., I. A., 1944) 

2. Fully explain the Importance of organization and enterprise in the modern system oi production. 

(Rajputana, I. A., 1914) 


^Buchanan, TAi DewlopmstU of Capitallstia Bnisi^so tn 
dPillai, Booiamh Coirditlons in Mif, 
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vators, some weavers, some house-builders, some fishermen, some rope-maWs, some 
doctors, some teachers and so forth. This form of division of labour according to 
occupations is known as Occupational Division of Labour. Under it a labourer special, 
ises in a particular occupation to the exclusion of other occupations. 

Occupational division of labour was the first to appear on the scene. It appeared 
at an early stage of economic development. The assignment of separate duties to men 
and women or of special functions to the king, the warrior, the priest, the medicineman 
(thus giving rise to certain social classes) ate examples of this form of division of 
labour in the primitive society. A very good illustration of '.occupational division of 
labour is the caste system prevalent among the Hindus, according to which the society 
is split up into four broad divisions, namely, Brahmins, Kshatriyas, Vaishyas and 
Shudras, each entrusted with definite functions. 

l2) Division into Complete Processes. The next step in the evolution of the 
division of labour was the breaking up of each occupation into a number of com- 
plete processes involved in the preparation of an article, and the sub-division of 
labourers into the corresponding number of groups. This is known as Division of Labour 
into Complete Processes. Each group of labourers and each member thereof devotes 
himself, under this form of division of labour, only to one complete process. The 
produce of one group of labourers is only a semi-manufactured article which passes on 
to the other group for the next operation, and so on till it takes the final shape. In 
an American leather factory, for example, shoe-making is divided into 80 different 
processes ; and labourers of such a factory are divided into 80 groups, each ennusted 
with a particular process only. 

The division of labour into complete processes arises late in the history of 
human progress and is the second stage in the evolution of this phenomenon. This is 
the result of considerable increase in human wants to satisfy which the extent of 
division of labour has to be pushed further. 

(3) Division into Incomplete Process. With the introduction of machinery and 
factory system, and multiplicity of wants, division of labour is pushed still further. 
Each process is now sub-divided into various incomplete processes. Labourers are 
accordingly divided into different groups, each of which is made to devote itself to one 
incomplete process only. The work of each is merely a contribution to some joint 
result (semi-manufactured or finished product) from which it cannot be separated and 
apart from which it has no value. Obviously the worker now devotes himself to a still 
smaller part of the finished article than under the second stage of division of labour. 

(4) Territorial Division of Labour or Localisation of Industry. The division of 
labour into sub-processes is associated with the localisation of particular industries 
and callings in certain regions. Industries tend to localise in a particular place or 
region mainly due to some favourable geographical, geological, climatic, economic or 
political conditions found there. Due to the localisation of the industry, labourers of 
that place also acquire special skill it. the processes or sub-processes of that industry. 
The availability of such skilled labour is an important cause of localisation. The 
localisation of industry is a form of division of labour and is called tetritorial division 
of labour. 

Simple and Complex Division ol Labonr 

Division of labour is sometimes classified into (1) simple division of labour, and 
(2) complex division of labour. “Division of labour is described as simple when two 
or more men, working in the same way, co-operate to perforin a single task, too ex- 
pensive, difficult or burdensome to be carried out effectively by one man alone, such as 
mowing or ploughing of field, lifting heavy goods or hoisting sail of a ship. The divi- 
sion is desctlbed as complex when each man or a group of men undertakes a specialised 
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live to the development of a particular industry or industries. Attracted by these 
favourable factors, industries tend to congregate in such regions and districts, till their 
names become associated with those industries. The tendency of industries to con- 
gregate at one particular place is known as localisation of industries or the territorial 
division of labour. Good Instances of localisation of industries in our country are 
furnished by the jute industry which is localised in the neighbourhood of Calcutta j 
printing and dyeing' "industry “which is localised in .Farrukhabad ; glass and^bangles 
industry centred in Firqzabad ; the cotton textile industry associated with ‘Bombay" and ^ 
Ahmedabad; sugar iiidustry of U. P. and Bihar; and iron and steel industry in 
Tatahagaf. ■' “ 

When a factory is newly started, the organiser has to determine its locality. To 
arrive at the right decision, they possess full knowledge of the places where that 
industry is localized or can be localized. After a careful consideration of the relative 
advantages of various places from the point of view of availability of raw materials, 
skilled labour, good markets, means of communication and transport, and so forth, 
'he shotild' locate the industry at ' the rhost favourable site. 'The correctness of this 
decision is very important and determines, to a fairly large extent, the success or other- 
wise of the venture. Usually it happens that organisers in the same industry select the 
same centre or district for the localisation of their factories and thus tend to gravitate 
to the same region. 

/Causes 'ol Localisation 

It is interesting to investigate into the causes which attract organisers to the 
same place; in other words, which lead to the localisation of industries. The mote 
important of such causes have been mentioned below : 

■ (1) Availabilitji of Power, The most important cause of the localisation of 
industries is the availability of power. Coal is perhaps the most important source of 
power at the present time. It is not economical to carry coal over a long distance 
because it is cheap in proportion to its bulk and cannot, therefore, beat the cost of long 
transport ; consequently industries tend to be drawn to coalfields. " In recent times 
hydro-electric power has acquired prominence. Hydro-electric stations may attract 
certain industries in their neighbourhood ; but they usually decentralize them by making 
the supply of cheap power over long distances, through transmission lines, possible. 

(2) Availabilip.„of„Sai!>..Matertals_. Raw materials are important ingredients 
of manufactuflng since in their absence no production is possible. As such, the regions 
where raw materials are available sometimes become the centres of industries. The 
jute industry of Calcutta and iron and steel industry of Tatanagar ate partly the 
result of this cause. Availability of taw materials is a matter of supreme impottancp 
in those cases where the materials cannot be economically transported due to their 
extreme cheapness in proportion to their bulk or due to their fixity. Mining must be 
carried on where mines exist and lumbering industry must be localised where forests 
ate to be found. 

(3) Climate, Climate helps in the growth of our industry inasmuch as it 
determines the conditions of work. Extremes of temperature ate not suited to hard 
work. The regions with temperate climate ate, therefo re, important for localisation of 
industries. In certain cases the climate acquires special importance as in the case of 
cotton textile industry, This industry requites moist climate so that fine thread could 
be spun out of cotton. If climate is dry, the thread soon beco mes dry and breaks. 

It is the climate of Bombay which has made it the centre of cotton manufacturing 
indnstty of India. 

(4) Availabilitji of Skilled Labour. The origin and persistence of localisation 
is sometimes tKe'"resulc of the availability of skilled labour. The glass bangles manu-' 
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(3) Reputation or Good-mil 'When an industry is localised in a particular place, 
the ptoducis‘'of that' place earn a reputation or good-will for themselves, so that the 
articles' manufactured there find a ready market. Dacca muslin and Lucknow chintzes 
{chint) are celebrated even up to this day, and find mote willing purchasers than the 
products of other regions. Sheffield cutlery is still preferred to several other types of 
similar goods. 

(4) Growth of Suhsidiarsi Industries. Neat the industrial centre, many subsidiary 
industries tend to grow. Thus the 'iron and steel industry generally leads to the 
establishment of cement industry because the slag, which is the waste product of the 
iron and steel factory, happens to be the taw material of cement industry. 

(5) Growth of Supplementary Industries, Localisation of industries also leads 
to the dev^oprhSit ' of supplementary industries which provide employment to the 
women and children of the male labourers. Centres of heavy industries usually 
become the centres of silk industry because cheap labour of women and children is 
available there. 

i ^owt/i _of Machinery of Commerce. An industrial centre becomes a bee-hive of 
commerce. Huge'quaritities of taw materials or coal pour in daily, and large amounts 
of products are sent out regularly. Trade on such a large scale requires the growth of 
machinery of commerce, which is brought into being. The centres where industries are 
localised have efficienr means of communication and transport, banking organisation 
and capital market, all of which ate valuable national assets. 

Disadvaotages ot Localisation 

Localisation of industries which has so many advantages is also the cause of 
several disadvantages. These disa dvantages are enumerated below ; 

(1) . Narrow Development of Human Sldll Localisation of industries causes 
the demand for certain type or types of skill. The labourers possessing such skill 
hardly get the time to develop other aspects of their intelligence. Localisation, thus, 
narrows the intelligence and skill of mind. It also imposes a limit to the mobility of 
growing population. The population of a centre where cotton textile industry is 
localised may not be able to emigrate because it can do no other work. 

(2) Risk of Widespread Economic Suffering. Localisation makes an industrial 
centre almost solely dependent on one industry. It may have to suffer seriously if that 
industry faces bad times. During the depression, profits may be displaced by losses ; 
factories may close down ; labourers may be thrown out of employment and may not 
find other sources of earning a livelihood. 

(3) Evils of Industrial Centres. Localisation is often associated with the physical, 
economic, moral and social evils which grow unchecked in factories and in industrial 
centres. 


Remedies 

The above disadvantages of localisation can, however, be remedied. The risk 
of one-sided development of human skill and wide-spread economic sufferings can be 
protected against, if more than one industry is started at one centre. Localisation itself 
partly supplies this remedy in the form of the development of subsidiary and supple- 
mentary industries. Remedies for the evils of industrial centres have already been 
discussed. 

TEST QUESTIONS 

1. Vghal do you mean by division ot labour 7 ti'hat are the chlei requirements oi division oi labour 7 

2. Describe the chiet forms of division of labour. . 

9- ¥tile a note on 'sinipleand.complea division of labottr.’. 







,■ '""W'BHojs 

a. .. “"’" »' to. '^'•« >,C U , .. «, 


•"’“'•"•IW, " to“''"'' ( £^'' 










’"'*' 'oe,K"“s torf- 








are ft, "“aa, 

aHon ? g. 

^ Aiinnan”'® e/ 

”’3rketr%., . ' '®0Je. 





CHAPTER 41 

THE SCALE OF PRODUCTION ' 

The advantages which a large business has over a small one are conspicuous In itianufaclute. But there 
is a strong tendency for large establishments to drive out small ones in many other Industries] In particular 
the telail trade is being transformed and the shopkeeper Is losing ground daily.— Marshtil 

The sige of business undertakings has greatly increased in recent times. Pro- 
duction on a large scale is a very important feature of modern industrial society. 
Formerly we purchased our shoes from a petty chamar and cloth from an ordinary 
weaver ; but now these articles ate supplied by big factories like the Flex and Bata and 
gigantic cotton mills of Bombay and Ahmedabad. “ The typical unit of production”, 
says Hobson, “is no longer a single family or a small group of persons working with 
a few cheap, simple tools or small quantities of raw materials, but a compact and 
closely organised mass labour composed of hundreds of thousands of individuals, 
co-operating with large quantities of expensive and intricate machinery through which 
pass a continuous and mighty volume of taw material on its journey to the hands of 
the consuming.public." When production is carried with large quantities of taw 
materials, large amount of capital, large labour force, largely efficient organisation and 
large risk, it is called large scale production. When the factors of production are small 
in quantity, the scale of production is said to be small. 

The instances of large scale production in out country are the cotton textile 
mills, sugar mills, iron and steel companies, railways and other big undertakings. The 
examples of small scale ptoduction ate the village weavers, khandsaries, black-smiths, 
workshops and bullock-carts. In all the countries of the world large scale' production 
and small scale production exist side by side, though the former is making progress 
steadily at the cost of the latter. In India large scale ptoduction is 'making slow but 
certain progress. 

It is natural to enquire at this stage into the causes of increase in the scale of 
production. These causes are the advantages and economies which large scale ptoduc- 
tion brings about. 

§ 1. ADVANTAGES OF LARGE SCALE PRODUCTION 

Large scale production is more economical than small scale production. In other 
words, the cost of production pet unit is generally less when the scale of ptoduction is 
large than when it is small. . This is the result of the various economies which are made 
available when the scale is large and which do not arise when the scale is small. Such 
economies can be divided into two classes : (1) external economies ; and (2) internal 
economies.' 

1. External Economies 

Economies which result due to some external factors operating from without 
and have no relation to the intetnal organisation of production are known as external 
economies. External economies are enjoyed by all the firms in the same industry in 
common. Development of means of transport and communication, facilities in 
advertisement, advantageous localisation of industries and such other privileges can be 
included under it. When the scale of production is large, the sources of external 
pconomies grow up in plenty and external ecotiomies appear as a conse(|ueace. 





^64 


tltTB0i)iKilTl6N to ECONOMrOS 


but the increase in expenses will be much less in proportion to the amount of power, 
generated. Consequently, economies can be effected in.the supply of motive power if 
the scale of production is large. 

(i) Workshop. There is a great scope for economies in the actual workshop, 
which can be attained by increasing the scale of production. If the scale of production 
is large, the number of labourers employed will al soJje-gre at. with the result that a 
thoroush and minute division of laEouc_ca_n be introduced. JDivision ot labour brings 
“about a large number of economies, which have already been discussed. Not only 
labour ; machinery can also be specialised. Ahig facto ry can afford to ourchase-caadl- 
machinery, each ma de for one small use, and can thus take ad vantage of the econ o- 
-mies^’e suUln r'f'rom the soeeialisation ot machinery. Huge steaM-hamlilets, uTIies, 
hydraulic riveting machines which increase output enormously at very low cost, can 
be used only by the big companies of today. Again, if the scale is large, machinery 
may be used for longer hours per day and kept more fully employed as compared to 
a small business where their use may be shorter and occasional, A large firm also has the 
advantage of using most uptodate machinery. ‘ New inventions are being made with 
such rapidity that a machine becomes out..of.date or ‘obsolete’ very soon. In a big 
business the machinery, being used day and night, are soon reduced to scrap ; loss due 
to obsolescence is thus saved and the latest types of machinery can be purchased 
immediately after their introduction. Economies can be made even in repairing 
machines, for a large business, where repairing work has to be done reeulgfI y.-ciB 
attord to employ mecnames an d carpent ers tor this purpose and save the grotitsjKhich.- 
are made by repairing workshops. Finally, a large undertaking can'spetiid^ney on 
ffsearches and experii^nts, which is not possible in the case of a small enterprise. 
Work of this nature leads to an improvement in the processes of production, better 
utilisation of taw materials, introduction of new designs and patterns and the derivation 
of the advantages of scientific progress in so far as it affects organisation. 

(c) By-Products, Now we come to the problem of the utilisation of by-products. 
Every factory has certain by-products or waste products which it throws away and 
which if properly used, can be a source of profit The utilisation of by-products 
requires special skill, experiment and capital, all of which ate available in the case 
of large scale production and not in case of small scale production Waste products, 
which ordinarily involve some expense of removal, become a source of profit in big 
factories. Thus in the great slaughter house of U.S.A., no part of animal is wasted ; 
waste products ace employed to yield several useful by-products like tallow, fertilizers, 
glue and gellatine, all of which find ready market. 

(d) Packing Department. The next important department is the packing depart- 
ment. If a concern is large, it can have its own packing department and can thus save 
the profits which formerly went to the pockets of outside packets. It can even employ 
packing machines and effect further economies. Similar economies can be effected in 
the printing of wrappers, labels and cards. 

X (e) Office, Economies can also be made in the Office where the clerical work is 
Is Isrge, clerks can become specialised. Clerks of exceptional 
intelligence may be given really responsible and skilled work, the less intelligent clerks 
being given such mechanical work as adding and subtracting. The work of the latter 
type may even be allotted to special machine designed for the purpose. 

(3) Dislributory Expenses. The expenses incurred in the marketing of the pro- '* 
duce ate known as distributory expenses. In their journey from 'the factory to the 
consumers, the goods pap through various groups of persons, each of which puts a 
charge to their cost price by way of its reward. If the operations of the factory ate 
carried on a large scale, many economies can be made in the distributory expenses. - 
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(1) The Nature of the Business. In some cases the nature of the business carried 
on is such that large scale production is altogether unsuited for it. Business of this 
nature can'be carried on profitably only on small scale. 

(a) Some trades requite special personal skill of workers who cannot be replaced 
by automatic machines. Silk weaving, embroidery work and other delicate works 
ate the examples of such business. They must be carried on on a small scale. 

(1) Those businesses where the personal taste of the consumer is catered for, 
the scale of production has to be,small. A good example of this is the tailor's business. 
A tailor has to meet the wishes and requirements of each individual customer. Its 
success depends upon the individual cate and satisfaction that he gives. If he increases 
his business, he may find that he cannot pay adequate attention to each and every 
customer, with the result that some of them may withhold their custom. 

(c) Some businesses, where personal attention of the head is requited, are 
generally small scale businesses. For instance, very fine cotton fabrics ate produced 
not in big cotton mills of Bombay where personal supervision is difficult, but in small 
mills of Ahmedabad and Sholapur. 

(2) 'The Nature of the Market. The limit to large scale production is sometimes 
imposed by the nature of the market- its extent and stability. 

Large scale production turns out enormous quantities of goods which must 
have very large markets for sale. Large markets, therefore, are absolutely essential 
for large scale production. If the market for a produce is small nobody will commit 
the blunder of producing it on a large scale, for in such a case the goods produced 
will not be sold at all. For instance, the Bombay cotton’ mills produce cotton goods 
on a very large scale simply because there is a very great market for these goods j 
but the vegetable-growers round about Bombay produce vegetables only in small fields 
adjacent to the city because the market for vegetables is limited in respect of locality, 
customers and time— vegetables can be sold only in Bombay, to the people who make 
their purchases in that city, and the very day they are brought from the fields lest they 
might rot. 

Besides the extent of the market, its stability is also an important consideration. 
If the demand for an article is not constant but uncertain, in other words, if it is 
quite large at one time but very small at another, it will be a mistake to start big 
factories for its production. 

(3) The Nature of the Organisation. A limit to the largeness of the scale of 
production is also imposed by the efficiency of organisation. This is the most important 
limitation of large scale production. Organising ability of a man being limited, there 
is only a particular scale of business which he can efficiently organise; if the scale of 
business is increased beyond this limit, the efficiency of the organiser diminishes and 
the production becotr es uneconomic. 

§ 4. SMALL SCALE PRODUCTION 

When production is carried on with small quantities of the different factors 
of production, the scale of production is said to be small. In modern days, production 
has a tendency of being instituted on a large scale ; but still, small scale production 
persists with great vigour. 

The causes of the persistence of small scale production are to be found in 
(i) the nature of certain occupations to which small scale is best suited ; and (if) the 
advantages of small scale. 

(0 The following ate the cases in which small scale is invariably adopted : 

(a) The occupations requiting personal attention and cate like tailoring are mostly ’ 
ponducted on a small scale. 
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{h) IJie products which requite high artistic excellence are produced by handi- 
craftsmen who produce them on small scale. 

^ Ic) Some products do not command a wide market, e.g., hidis and must be 
produced on small scale. 

(d) Some occupations by their very nature cannot be conducted on a large scale. 
Agriculture is an example. It is true that we often hear of big mechanized farms but 
they are not big as compared with mammoth factories. 

(e) Industries in the experimental stage have to be run on small scale. 

(f) Handicraftsmen, who want to remain independent, work on a small scale. 

(til The following are the advantages of small scale'production : 

(fl) Firstly, the master c an keen a close watch everywhere. His foremen or work- 
men cannot afford to shirk the duty, 

(6) Secondly, he s ives much of the book^lceeDinfr and the elaborate system of 
checks which ate essential in the case of large establishment. 

(c) Thirdly, the relations between the master and his servants ate very intimate 
and cordial : and there is rarely any occasion for strikes or ‘lock-outs'. 

The chief disadvantage of small scale production is that it cannot take advant- 
age of the various economies which are available in the case of large scale production. 
Moreover, difficulty is faced i£ the commodity of a standard type has to be produced 
in bulk. In other words, it is unsuited for mass production. 

However, the disadvantages of small scale production have been appreciably 
reduced by a number of factors. Firstly, the small scale producer shares the' advantages 
of external economics which are constantly increasing in importance. Secondly, the 
advantages of research, new modes of production, etc., which were so far available to 
big producers only arc now available to small producers as well. In nil matters respect- 
ing trade knowledge, newspapers and trade and technical publications of all kinds are 
perpetually scouting foe him and bringing him much of the knowledge he wants. 
Finally, the small machinery have been invented for the benefit of small scale product, 
which can be operated by electricity. They have greatly improved his lot and granted 
him a fresh lease of life. 


TEST QUESTIONS 

I, NV'hai do you mean by large scale prodacdon 7 

1. Whatare theadvantagesanddlsadvanlasesoflargescaleproducllonl? 

3, 'Small scale production has advantages as well as disadvantages. Elucidate this statement with 
(ciercnce to the advantages and disadvantages ot small scale production. 

EXAMINATION QUESTIONS 

U, P. Board 

L Describe the advantages of largc'scale production. 'i('hat large scale industries, in. your opinion, 
can be advantageously established in the U. P. (I. A . 194^ 

2. What arc the chief advantages arising out of large scale productio-i 7 Wnat arc Its llrallatlons. 

(I> A., 1939} 

3 . What are the advanlages and dlffldvaatages of large scale production? Discuss its chief 
limitations. (I. A, 1935) 

4. Discuss the advantages and disadvantages ol production on a large scale and production on a 
small scale. Which form o) production would you like (o sec developed in our own country and why ? 

(1. A., 1933) 

' 5. Discuss briefly the advantages and disadvantages ol the domestic system of producllon as compared 

to the factory system of production. Illustrate your answer by means ol Indian examples of these two types 
of production. (I. A., U3I) 
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6. Mention the main benefits and limitations of large scale production. In your answer refer ,l8 
Indian industries. (I. A.iISSO) 

7* '^hai are the cblel advantages arising out of targe scale production 7 Indicate its limitations. 
.Give examples. (I. A., 1978) 

8. Discuss the advantages ol large scale production, fl. Com , 1941) 

Raipiitann Boud 

1. What are the limitations to large-scale production? illustrate /our answer with reference to 
agriculture. (I. A., 1943) 

2. Comment upon the merits and drawbniks ol large-scale production, (I. A., 1942) . 

3. Indicate the chief ecsnomies that an entrepreneur can obtain Irom Internal resources in an Induslr/. 

To what degree is he dependent upon external economies lor the conduct ol his enterprise ? Explain. 

(I. A , 1942) 

41 Compare the advantages of large scale and small scale laming. Which of these do you consider 
sbilable In the case ol India 7 (I. A., I9S9) 

5, Explain the advantages and disadvantages of targe scale production. (I. A., 1937) 

6, Explain the advantages oi production on a large scale 7 How does cheap means ol transportation 
help production on a large scale 7 (I. A., 1935) 

7, What do you understand by Urge Scaie Production 7 Discuss the laclois which have come in the 
way of organisation oi a large scale in India. (I, A., 1934) 

8, Explain the advantages and disadvantages ol large-scale farming. How can such advantages-be 
secured by cuiiivalots ol small holdings In India ? (I. A., 1945) [For an answer, consult Cb, 27, S5] 

9, Discuss the advantages and disadvantages of production on a large scale and production on a small 
scale. Which form ol production would you like to see developed In India and why 7 (I. Com., 19431 


Other Exaninjag Bodiu 

• advantages ol laige scale production ate so great that it should drive out small scale produc- 
tion in all branches ol economic activity. But this is not so. Explain. (Punjab, I, A., 1986) 

2. What ate the advantages of large scale pioductloD 7 Is there no limit at all to the site of business? 

(Delhi, I. A., 1939) 

8. Slate carefully the advantages arising Irom large scale production. Ate any evils associaled with 
Ihisforra of production, (Delhi, I. A., I93l) 
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FORMS OF BUSINESS ORGANISATION 

When an individual enters business, either aillyely nr as an investor In a business enteiprlse maneged 
by someone else he is perhaps as much interested in the form ol organisation as in any other leature ol the 
business. Inis Is not sniprlslng lor the loim of the organisation determines largely what share oi the prolits 
the indivlduat may obtain for himself, how much control he can have over the business and how much risk 
he assumes,— GersMirg. 

If we loijk to the business establishments all around us, we will find that they 
have been organised in different forms. Some are owned and managed by one indivi- 
dual j some are partnership firms ; others are joint stock companies ; while still others 
ate co-operative societies. It is important to discuss the nature and salient features 
of all these forms of business organisations. Keen observation will reveal that because 
of the increasing popularity of large scale production, one man's enterprise is losing its 
importance, partnership is less frequent than before, while the joint stock company has 
become the most typical and the most wide-spread form of business organisation, ‘ 

§ 1. THE SOLE TRADER 

When a business establishment is owned and managed by a single individual, 
he is known as the sole trader or the individual entrepreneur, if the business yields 
profits, he alone is entitled to all the earnings ; if it shows a loss, he alone has to beat it. 
He is also the sole manager, the pivot, as it were, of the entire business. 

Individual entrepreneur system is the earliest and the simplest form of business 
organisation. Even today it is very common and wide-spread. Its importance is, how- 
ever, declining due to a general increase in the scale of production all around. It still 
persists in such businesses as letail trade and agriculture, and in professions like that of 
doctors and Idwyers. in the business in which personal relationship between the 
consumer and the producer is important, the individual entrepreneur system is very 
appropriate. 

This system has several advantages. Its formation is easy; anybody who 
intends to set up a business establishment is at liberty to do so with the resources at his 
command. The motive to work hard in the business is also great ; because hard work 
increases profits and these profits go directly and exclusively to the pockets of the 
sole traders. Moreover, this system ensures prompt action, so often necessary for the 
success of the business, since the sole trader must not necessarily consult anybody in 
his business matters. 

This system is not free from disadvantages. The greatest disadvantage is that 
the liability of the sole trader is unlimited ; in other words, his debts run against his 
entire property and not merely against the amount of capital employed in his business. 
Secondly, the size of the business, under this system, necessarily remains small for the 
productive resources which a single individual can supply are definitely limited. Again, 
a sole trader does not command specialised and expert opinion which is possible under 
partnership, and mote under the Joint stock company, because of large resources of 
the latter, 


tfoi greater details, see iSy Intfoduotien to Biiiittoss Organisotioit, (Kilab Mahal, Allahabad, p 'c 
4 as,) or Rrrsiness Mothods and iifflcliinsrj Vol. II (Krtao Mahal.) 
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§ 2. partnership 

The need of doing work on a larger scale than is possible under the previous 
system draws together more than one person to carry on business in partnership. Such 
a business establishment is called a partnership firm, The Indian Partnership Act 1932 
lays down : Partnership is the relation between persons who have agreed to share the 
profits of a business carried on by all or any of them acting for all. The maximum 
number of members is 20 in the case of an ordinary firm and 10 in the case of a banking 
firm. The liability of partners is usually unlimited, as is the case with the sole proprietor, 
though some of the partners may have limited liability by express agreement. Partners 
are jointly and severally (separately) responsible for all the debts of the firm. 

Partnership as a form of business organisation, is not so important now as it was 
sometime back. It still persists in retail trade and mercantile establishments of moderate 
siie. Small manufacturing factories ate also sometimes organized on the partnership 
basis. 

Partnership has many advantages. It can be formed very easily, though the 
case of formation is not so great as under the individual entrepreneur system. Motive 
to labour hard to make the business a success is quite considerable. “So great- is the 
risk arising from unlimited liability, so direct is the relation between the partners, that 
the stimulus to production operates powerfully.” Again, since the resources of more than 
one persons are available here, the scale of production becomes fairly large. The capital, 
skill and business ability at the command of a partnership firm ate often greater than 
those available to a sole’ tnder. The combination of partners and their resources 
also makes differentiation, specialisation and division of labour possible. 

Partnership has certain defects as well. Though the capital at the disposal of 
the firm is large as compared to a sole trader, it is not large enough for starting big 
factories and big transport agencies which typify the modern size of business establish- 
ments. The unlirrited liability is also a great handicap, for that makes the liability . 
of each partner excessive for most purposes. Again, partnership has a very precarious 
existence and may dissolve at any time Personal quarrel ot lunacy, or death or insol- 
vency of a partner, 'may lead to the break-up of the firm. 

§ 3. JOINT STOCK Companies 

The necessity of extending the scale of business still further leads to the co- 
operation of larger number of persons than is the case under partnership. An associa- 
tion of individuals of this character, formed for carrying on business tor their private 
gain, is known as a ‘joint stock company’. It has been provided in the Indian Com- 
panies Act that an association consisting of more than 10 persons formed for the 
purpose of carrying on a banking business and any association consisting of mote than 
twenty persons formed for the purpose of carrying on any other business, is to be 
known as' a joint stock company. 

Cbaracteristics o! a CoupaDy 

The joint stock company has some outstanding characteristics. Firstly, capital 
of such a company is divided into stocks and shares. The stock is owned jointly by 
a large number of persons. That is why it is called a joint stock company. 

Secondly, the shares of a company ate transferable. The man possessing a share 
of the Tata Iron and Steel Company, Ltd., ot of the Allahabad Bank, Ltd., may sell 
it to any other person if he desires. 

Thirdly, the liability of the members .is limited to the face value of the shares. 

If the value of a share purchased by a person is Rs 100, the maximum amount that 
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managers of the businessi This separation'sotnetimes leads to a lack of indentity of 
the interest of the company with the interest of its management, resulting in such 
practices as manipulation and speculation and the ultimate ruin. But all these dis- 
advantages do not set off the important advantages of joint stock companies. Indeed 
much or the economic, commercial and industrial progress of today is the gift of joint 
stock company form of business organisation. 

§ 4. COMBINATIONS 

In these days of large scale production and keen competition, business units 
sometimes combine together and form what is called a combination or a combine. 
Combines are formed to take advantage of the economies of large scale production 
or to put an end to the keen competition between the competitive business units. 
Combinations take various shapes and are known by different names like holding 
companies, syndicates, cartels and trusts. These combinations lead to monopoly, that 
is, the sole power of controlling market. 

§ 5. CO-OPERATION 

Another form of organisation which is making great progress these days is 
co-operation. Co-operation has been defined as a special form of economic organisation 
in which the people work together fordefinite business purposes under definite business 
rules Its chief object is to eliminate the middleman who grows fat at the cost of the 
consumers and producers Co-operation takes three principal forms : 

(1) Producers' Co-operation Under this system workers join together to carry 
on production on their joint and several account. In this way, they can get the profit 
which usually goes to the pocket of the so-called ‘capitalist.’ 

(2) Consumers’ or Distributive Co-operation. Under this system the consumers 
join together to form a co-operative organisation for the purchase of their requirements 
at wholesale rates. The co-operative store sells goods to the members and later on 
the profits of the society ate calculated and divided among the members in proportion 
to their purchasers. 

(3) Co-operative Credit. The chief object of co-operative credit societies is 
to give loans to its members at cheap rates of interest. Their funds come through 
deposits and borrowings which ate lent to the members for certain definite purposes. 

§ 6, FROITT- 8 HARIN 0 

The antagonism between labourers and capitalists has taken serious turn in 
modern times and strikes and locklouts have become frequent occurrences. Labourers 
feel that capitalists do not give them sufficient wages ; they keep for themselves a 
large share of what is the result of their (<.e., labourers) hard labour. Some capitalists 
realising the sense in the workers’ argument, agree to distribute a portion of the profits 
of the business among labourers This is known as profit-sharing plan. Profit-sharing 
is just an agreement, freely entered into, by which the employee receives a share, fixed 
in advance, of the profits of the particular business which employs him. The share 
of profit accruing to him is something in addition to wages and is known as ‘bonus’. 

TEST QUESTIONS 

I, Vhaf is the natuie of sole trading sysleu ? 'Vhai are its advantages and disadvjntage ff 

1, Write an essay on ‘Partnership', 
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NATURE AND PROBLEMS OF PRODUCTION IN INDIA 


The veil beirg of a people Is like a trees agticssllute Is its loot, manufactares and comaieice ate 
Us blanches and leaves: It the root Is ioinredthe leaves tall, the branches break avay and the tree dles.- 
AOMtuuPhllDsophtf 

We shall now discuss the nature, the extent and important characteristics of 
production in our country. The nature of production can be best understood by 
studying the relative importance of the various occupations carried on' in the country. 
The following table contains this information on the basis of the census of 1931 : 


OCCUPATIONS 


lO 

Production of Raw Materials .. 


67’3 


(t) Exploitation of animal and vegetation (including agri- 




culture, fishing and hunting) 

671 



(t'f) Exploitation of minerals 

0-2 


B. 

Preparation and Supply of Material Substance 

67 3 

16'6 


(i) Industry 

lO'O 



(is) Transport ... 

1'5 



(Hi) Trade 

51 




16 6 


C. 

PiAlic Administration and Liberal Arts... 


27 


(0 Public force ... 

0’6 



(it) Public administration ... 

0'6- 



(I'ii) Profession of liberal arts 

1-5 




2'7 


D. 

Miscellaneous ... ... ... .. ' 


13'4 


(:) Persons living primarily on their income 

01 



(ii) Domestic service 

71 



{Hi) Insufficiently described occupations 

51 



(iv) Unproductive... 

11 




13'4 

lOO’O 


It is cleat from the above table that India is primarily an agricultural country, 
about 70 per cent of her population being dependent upon one single occupation, namely, 
agriculture Manufacturing industry supports only 10 pet cent of the population; 
while trade and transport give employment to merely 7 pet cent of the people. 
Public servants and professionals, like doctors, teachers, lawyers etc., constitute hardly 
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flihich afford subsidiary and alternative occupations to agriculturists, are deficient and 
undeveloped. Technical improvements in various processes and departments of 
agriculture have still to be made. A catalogue of all the defects of our agriculture will 
be a long list indeed. Attention is being paid to make a careful survey of all the 
causes and of formulating effective remedies to solve them. 

§ 2. FACTOfiY INDtJSTEIES 

Manufacturing industries provide the next important occupation to the people 
of the country, 10 per cent of the entire population being absorbed in them. The manu- 
facturing industries are divisible into two broad divisions (1) The factory industries, 
i.e., the large scale industries which are organised into factories, worked with power- 
driven machinery, and (2) the cottage industries. There has been a steady increase in 
the numbet of factory industries in our country in recent years, especially after the First 
Great Wat. Cotton textile mills, jute mills, sugar factories, cement factories, glass 
factories, paper manufacturing concerns have sprung on all - sides. But the 
factory industries, in spite of their imposing existence and recent growth, give 
employment to hardly 0'6 per cent of the total population. They have, however, 
a bright future before them and their recent development is an indication thereof. 
The realisation of rapid industrialisation, as the most effective remedy for solving 
many of the economic ills of the country, is sure to stimulate the growth of factory 
industries. It will be in the fitness of things to give here a short review of the more 
important factory industries of our country. 

Cotton Textile Industry 

Cotton textile industry is very important in out country. The most important 
areas where cotton mills ate situated are Bombay, Ahmedabad, Sholaput etc. Recently 
proximity to market and availability of raw materials have led to the establishment 
of these factories in the interior, particularly in U. P. ; while the ideal of the pro- 
vincial self-sufficiency has been instrumental in the setting up of similar factories in 
Bengal. 

Of the total demand for cloth in out country, about 40 pet cent is satisfied by 
cotton textile mills ; handlooms satisfy another 35 pet cent, the remaining 25 per cent 
of the demand being met by imports. The most important tendency in the recent 
times in cotton industry has been a considerable increase in the quantity and visible 
improvement in the quality of weaving trade. Indian mills have now begun to 
produce fabrics of better counts. Formerly Lancashire was out greatest competitor, 
but it has of late been largely beaten by out mills. Unfortunately, however, 
the competition of Japan and China has become mote pressing. Japanese • com- 
petition makes itself felt in case of finer goods, whereas China has begun to 
compete with the coarser goods. Japanese competition is very severe and to guard 
against it, protection has been given to our industry while by the InJo-Japanese Trade 
Agreements efforts have been recurringly made to restrict Japanese imports. 

The cotton textile industry is a very ancient industry of out country In early 
times, before machinery and power were used, out craftsmen turned out the most 
elegant fabrics renowned throughout the length and breadth of the world. But when 
machinery and power began to be used by England and other western countries, they 
began to produce goods Reaper than India. Indian handicrafts industry, therefore, 
languished. Later on, efforts were made to start this industry on the factory 
system, which were crowned with success. Buchanan aptly remarks that one of 
the principal reasons which led to England's assumption to political control over India 
was to assure a market for Lancashire cloth. The present-day competition of natuti 
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Tbe Indian Sugar Industr; 

Not less important is the Indian Sugar Industry which has come to the forefront 
only in recent years. The total number of mills in the country is nearlyl 140. About 
three-fourths of these mills are situated in U. P. and Bihar. The number of factories in 
U. P. is exactly half of the total number of factories in India, while the production 
of this province slightly exceeds the production of the remaining provinces of India 
put together. Bihar is a good second, possessing about 25 pet cent of the total number 
of factories and producing about the same percentage of the total production of sugar. 
Madras occupies the third place from the point of view of number of factories, although 
the quantity of sugar produced by it is less chan that of B smbay which possesses only 
7 mills.® 

The history of the Indian sugar industry is an interesting reading. In the olden 
times, we were important sugar producers and exporters. Even as late as 1903, one-half 
of the sugar produced in the whole of the world was manufactured in out country 
The decline of this industry came when beet-root sugar began to be produced in Europe, 
while Java and Mauritus turned their attention to Indian markets. The deterioration 
of the industry continued up to 1932, in which year the import duty on foreign sugar 
was raised to an extent that effective protection was granted. The granting of protection 
was followed- by a phenomenal growth in the number of sugar mills. The history of the 
present industry, therefore, extends only to last eight years, during which period it has 
made tremendous progress. India has become almost self-sufficient in sugar, imports 
having been seriously curtailed We can export sugar to other countries of the world 
because our productive capacity is much larger than ou- internal consumption, while it 
can be increased still further, if necessary. 

Recently the Government of India have followed an injuries policy of reducing 
the decree of protection. But the sympathetic attitude of the Governments of U. E. 
and Bihar have been very helpful in the establishment of this industry on a sound 
footing. 

Paper Mannlactaring Industry 

India has also begun to produce paper and this industry has been making fair 
progress. The progress has been really great since the grant of protection. The produc- 
tion of paper now exceeds 1 million ewt. 

The manufacture of paper by hand had been carried on in India in ancient times, 
but like several other industries it languished in face of the competition of foreign 
paper factories. The first paper factory set up in this country was thelBailee Mills, 
started on the Hooghly in 1790. The famous Titaghar Paper Mills took birth in 1882 
which purchwed some of the machinery of the Bailee Mills when the latter went into 
liquidation in 1905. The manufacture of paper, in fact, began in 1922 by the Indian 
Paper Pulp Company. Indian mills have been started in upcountry centres as well, of 
which the Upper India Coupet Mills of Lucknow is the most important. 

Matcb ludustry 

The number of match factories in India is about 30. This industry develop- 
ed from the year 1922 when protection was granted to it by a rise in the import duty 
to a sufficient height. The history of the match industry began from an earlier date, 
but the factories set up before 1922 had to be closed as soon as they were brought into 
being either because of lack of capital, or because of faulty management, or because 
of error in selecting a suitable site for factories. The only match factory which 
continued to exist was the Gujrat Islam Factory of Ahmedabad. Since the grant of 


■M, P. Gandhi, Tm Sugar Annual, 
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ImprtaDco of Cottage lodnsirles 

Cottage industries are of numerous kinds and are scattered over a wide range. 
We shall give here a discussion of the important cottage industries of the countries. 

Cotton Textile Industry Hand-spinning and hand-weaving are important 
occupations of the masses of this country. Of these, spinning is fairly old, and has 
kept out women busy for centuries. They used to spin in olden times either for home 
use or for livelihood, though the practice has on the whole declined in recent times. 
Hand-spinning has lost its importance because the' handspun yarn is weak, irregular and 
expensive as compared with mill yarn. 

Hand-weaving, however, still persists and has not been ousted (by mills. 
Generally very coarse and very fine cloth is woven on handlooms. The preparation 
of coarse hand-woven cloth is largely the result of the Khadi Movement started by the 
Congress. The production of very fine cloth is to be ascribed to the inability of the 
mills to provide varied designs and to meet individual tastes. 

In recent times efforts have been made by the Indian National Congress, the 
various philanthropic bodies and the provincial Governments to revive the handicraft 
cotton industry, but it is said that the attempts to bolster up this out-of-date industry 
have been comparatively unsuccessful ; and it is useless to make efforts to revive this 
industry. The U. P. Banking Enquiry Committee, however, assert that the decline of 
hand-loom industry has not been as rapid as is sometimes alleged. Of the total cloth 
consumed in U. P., about 30 pet cent is woven on hand-looms. The industry is 
repotted to show strong signs of vitality.^ 

Leather Industry. Leather industry is rather widespread in the country because 
animals, which play an important part in Indian agriculture, provide ample hides. 
Tanning is, unfortunately, not well-developed. Large quantities of hides are provision- 
ally tanned by indigenous coblers either to be sent to Europe or America for better 
tanning or to be converted into'inferiot leather goods. Tanning is rather an unpleasant 
occupation and it might be better done by machinery in factories rather than by human 
hands on the cottage basis. 

Wood Industry. Wood industry has been in existence from very old times, 
particularly in villages where the necessity of making and repairing the wooden part of 
agricultural implements makes the presence of the village carpenter absolutely essential. 
In recent times the urban population has greatly increased the demand! or furniture, 
so that the prospects of the industry have brightened up. The wood industry, as a 
general rule, should be allowed to continue its present form of cottage industry because 
the cottage workers live in open healthy sunoundings neat the source of supply of raw 
material, while such healthy environment may not be available in a factory ; and 
secondly, because the present demand is not sufficient to justify the establishment of 
factories. 

Metal Industry. Metal Industry has been worked in villages for very long times 
where the blacksmith prepares the metallic parts of the various agricultural implements 
whose wooden part is completed by the village carpenter. In the urban areas this 
industry is mainly organized as a cottage industry and with the production of kitchen 
utensils and other wares. Wholesale merchants often place orders for knives, scissors 
and other articles of daily use with the cottage blacksmiths who ate carrying their 
work satisfactorily. 

Ceramics. Pottery plays an important part in the Indian life and therefore 
ceramics is noteworthy cottage industry The potter plays the significant part in India, 
particularly in the village economy where he is held in much respect. He produces 
articles of everyday needs like surahis, kalsas handis, cheelams and toys for young opes. 


P. Baiiiiug Bngairy Commiltte Report, 
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they ate incapable of keeping themselves in touch with the nature of demand and of 
improving the quality of their goods ‘in the light of such investigation. 

'(3) There is no agency to estimate the exact ..demand of the cottage products 
so that efforts can be made to take full advantage of it or to exploit it further, and, 
if necessary, to distribute it equitably among the artisans. At present there is over^ 
production of certain articles at one time, while they become very scarce at others. 
Supply is not tried to be equated to demand. Internal marketing of cottage products is in 
need of thorough and systematic reorganisation and development along scientific lines. 

(4) Foreign trade in cottage products in an altogether neglected factor. There 
is foreign demand for certain cottage products, while the demand for others can be 
easily created. But there is no organisation to develop foreign trade in a systematic 
fashion. Hardly any catalogues are issued or ladvertisements insetted, while fixity in 
prices, standardisation of products and regularity of supplies, so necessary for developing 
foreign trade, ate usually lacking. 

(5) There ate no proper facilities for obtaining credit. Artisans have to borrow 
from dealers who supply inferior raw materials at high rates, sometime along with 
the loans for personal expenses at high rates of interest. So that once the artisan 
enters into a transaction he becomes a life long debtor because of unmanageable liability 
incurred. Again, considering the high rate of interest charged, they.have to part with the 
finished materials at cheap prices which may be determined at the time credit is taken. 

Suggestions lor Improvement 

Cottage industries fulfil a definite function in the economic system of a country 
and in order that they may discharge them efficiently, all the defects and shortcomings 
pointed out above should be tried to be removed. The following specific suggestions 
may be made in this direction : 

(!) Steady Supply of Good Raw Materials, The defects concerning raw materials 
requite immediate correction. The quality of the caw materials supplied to cottage 
workers must be improved for the quality of the finished products and the excellence 
of workmanship largely depend upon this factor. Besides the quality, the supply of raw 
' materials needs proper organisation. Efforts should be made to supply them directly 
and conveniently to the cottage workers themselves. The raw materials should he as 
cheap as possible. 

(2) Education of the Cottage Workers. No less important is the necessity of 
providing proper education to the artisans. Besides primary education, which will 
broaden their general outlook, they should be instructed in vocational crafts and 
manual training. Industrial and vocational schools may be opened which should 
preferably be put under the Director of Industries.® It was the recommendation of the 
Industrial Commission that the State should organise demonstrations of the new 
methods and should set up work-shops for the training of the intelligent workers. 
Jail and reformatory schools should impart education in industrial crafts so that their 
inmates may enter into these vocations after completing their stay there. The co- 
operative department may well undertake peripethetic system of demonstration with 
regard to rural industries. 

(i) Technical Guidance. In addition to education, technical help of -definite 
character may also be given to cottage workers. Advice in technical matters, training 

‘‘ It is high time that we should endtavottf to improve artistic educatioaoi our young apprentices by 
adopting the western system of teaching which will cultivate the taste ior beauty and difluse sound 
knowledge ol its roles. Again the artisans have to be liKed out of their narrow grove and their natural 
hoiimn improved if.they are to produce fine work. Wth the lessons on drawing and designing, following 
traditions oi Indian ait and craftmanshlp, arrangement has also to be made for imparting such general education 
as will enlace the mental vision of the artisan while preventing him from tailing into a clerical groove," 
R» K, Mukeijli Tbi Foutidations of Indian EoQnomh$f p, 99& 
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lesson from such foreign examples and extend protection to the decaying '.cottage 
industries. The Industries Departments have so fat concentrated their attention on the 
commercial aspect of cottage products and not on their qualitative aspect ; they have 
taught out artisans to produce things which will sell well, and not the things which 
are artistically excellent. The great deterioration in the quality of cottage products 
can be effectively checked if these departments take the matter in their own hands, 
supply good designs and patterns to the workers and provide marketing facilities for , 
their sale, 

(10) Smdeshi Spirit. Side by side with all these measures must be kindled in 
the hearts of the people a Swadeshi spitit, the desire to purchase Indian cottage 
products as far as possible. This will be of great assistance in the sale of cottage 
products, specially in the beginning when the competition of machine-made goods would 
be very acute. 

The Importance o( Cottage Indnstries 

It is sometimes doubted if it is at all advisable to waste time, money and thought 
on the improvement of cottage industries which seem destined to die a natural death. 
This suspicion is, however, false for the cottage industries have a distinct place for 
themselves in the industrial life of the country, and cannot be entirely swept away. 
It is of great importance that they should be made to play their part in the most 
efficient manner. Their importance can be appreciated by keeping the following points 
in view ! 

(0 Cottage industries provide subsidiary occupation to cultivators, i.e., in .their 
vacant time, the cultivators can carry on industrial production on cottage basis. Some 
of them also provide alternative occupations to cultivators ; i.e., if they like, they can 
give up agriculture and take to handicrafts. Moreover, they afford livelihood to 
thousands of urban artisans. Such an important source or employment is to be 
preserved and strengthened. 

(it) Cottage industries ate suited to the genius of our people and in many respects 
enjoy natural advantages against large scale production. Given a proper organisation 
for instruction, finance, production and marketing, many of them can be firmly 
established to the benefit of that section of the population which has no alternative 
means of livelihood.' 

(iii) The growth of cottage industries will lighten the distress of famines. It 
was the opinion of the Famine Commission of 1880 that the root cause of famines is 
the unfortunate circumstance that agriculture forms almost the sole occupation of the 
masses, and they prescribed industrialisation as the only remedy for famines. 

(iv) Factory industries have led to the concentration of population in particular 
areas which has created the problems of over-crowded cities, lack of proper housing, 
physical and moral degradation, etc. Cottage industries can reduce these evils by the 
diversification and ruralisation of industries. 

(v) Finally, cottage industries afford a means of production where labourers can 
live in neat, healthy and open dwelling and work with the members of their family, 
"The collaboration of all the family members not only economises but sweetens labour ; 
culture and refinement come easily to the artisan through his work amidst his kith 
and kin." 

Faetorj indnstries m. Cottage Industries 

It is sometimes feared that the cottage industties may not be able to compete ■ 
with factory industries. The latter derive the advantages of internal and external 


‘CoUggt IndiisMet Commiltec Refoit, p, 6. 
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started by the Government, though mote spectacular than substantial, 
without effect. The work started by the Rural Development Departments'Vottage 
Congress Ministries also proved valuable inasmuch as the machinery thefl set\ the 
thf awakening then made proved usefui. New land was brought under ^ave 
hnptoved methods, of farming, suppiy of improved seeds and manutes and such ('th 
•'methods were re'sdtted to. Marketing facilities and in some cases transport fac 
were sought to be iinproved. Efforts were again made to prevent the maldistribj 
of agricultural production by increasing State control in such matters. It is > . 
satisfactory to ndte that production was directed into new channels ; . . 
greater attention was paid to vegetable growing, fruit-farming, forestry and other 
subsidiary industries than in the past. On the whole, consciously or uncon’-iou-.e 
.efforts were ' made to put India on a better , agricultural footing and the achieismcgt 
were' both Quantitative as well as qualitative. Though much remains to be done befilc 
India); .agriculture can be' established on a satisfactory basis, it is good that a be,, ar' . 

V has bien made. .Je- /' 

, Ellect. on Industries ought 

The' effect of- World 'War 11 on Indian industries was still more wholesc 
salutatV..and they greatly 'i profited by this war. The output of cotton,- textile, ’,s 
sugar, '.irdn and steel and other industries was considerably increased. 

■industrie's were established in this- country of which cycle manufacturing, ship bui j . 

, aircraft' WiduS.ry, engineering Industry, arms and ammunitions manufacturing ir/°™ 
fire .excellent -examples. Technical efficiency also increased. Apian of the te,./., . 
traimng seheme and of turning out Bevin Boys was launched. Employment exchP^ 
have also been set up to direct the flow of labour into needy channels. All this p 
well for the future. In the neat future, there would certainly be much foreign 'i 
petition and without protection the war-created industries cannot persist. Let us' 
that conditions would be provided in which they would be adequately sheltered, j 

i:' 

The advantages narrated above have not been monopolised by large-scale 0 ' 
tries only j but they have trickled down to the cottage industries as well. Many t 
languishing cottage industries have beeii' given a fresh lease of life while many ,. 
have been brought into being. And our rural areas are humming with -such act ■' 
Handloom weaving, hosiery industry, glass industry, hand-made paper industry, la • 
goods industries, rubber goods industry, soap manufacturing, and so forth haVv 
given great stimulus. 

I 

! 

Post-War Planning ' , . f 

While production has thus been encouraged, augmented and increased t-- ’ 
derably during the war, their future is brighter still. These are the days of pla] . 
development and in our country the Government of India ate busy- chalking J 
programme of our economic development according to a pre-determined plan. Bu 
industrialists have outstripped out Government and they have brought out a spi 
"Plan” which ensures the development of agricultural output by 130/S and of ini^i' 
output by 500/S during a period of 15 years. This 15-yeat Plan would cost the'/ 

Rk 10,000 ctotes which, is the contention of its authors, the country can vel, 
afford. The Plan has received good response in Government quarters ant'in 
Governmental reaction is, on the whole, for it rather than against it. We {f'' 
hope that all these ideas will not altogether be thrown -to the winds; thata./*'. 
post-War development would be prepared for India on a comprehensive basi 
that after the war out productive capacity would be greatly increased and or", '. 
would also be fundamentally improved. ; ' 




